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Abstract 
In the last quarter a century, Islamic banking becomes a hot issue in both Muslim and 
non-Muslim World and gained momentum. Many studies have been conducted on 
Commercial Islamic banking but nothing up to date has been done on Islamic development 
banking system. This research took the lead in this respect and concentrated on designing a 
theory for Islamic development banks. The existed IDB was taken as a case study for this 
research. The performance ofthe IDB had been evaluated through the financial development 
function, economic development function, social development function, and technology 
development function. 
To have better indications and realistic theory, two forms ofquestioners were designed 
(one form for the Governor's ofthe IDB and another form for the operation department staff) 
to help gathering information from the primary sources. 
To have a better picture about the IDBs performance it was evaluated from three 
perspectives. These three perspectives form as a pyramid. One side of the pyramid was the 
staff s opinion which represents the supplier side of finance and the other side of the pyramid 
was the Governor's point of view which represents the demander side of finance. The third 
side of the pyramid was represented by the financial and statistical analysis. All the three 
perspectives show that the IDB is still in its infancy and still needs a lot to be done to have a 
sound Islamic development bank. Data analysis proved that the suggested theory throughout 
this research is workable and applicable. 
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Chapter I 
Introduction 
1.1 Introduction 
Banks are financial intermediaries. They serve as a conduit for the flows of funds 
between providers and users of funds. Banks are divided into two groups, commercial and 
development banks. The concentration ofthis research is on development banks. In the field 
of economics and finance there is already a fairly well established fonnat for the operation of 
conventional development banks but there is no widely accepted framework for the operation 
of Islamic development banks; even though there is an Islamic Development Bank in practice. 
The main concern of this research is to identify a modus operandi for Islamic development 
banks; the Islamic Development Bank (IDB) is taken as a case study. 
A development bank is considered a financial intermediary supplying medium-and-long 
term funds to bankable economic development projects and providing related services. It also 
links science and technology to economic and industrial development for the purpose of 
industrialisation and development in the developing countries. The main concern of these 
development projects is enhancing and increasing industrialisation in a country especially in 
the developing countries. 
For most people, industrialisation is what "development" is all about. Ever since 
Britain's industrial revolution, industrialisation is considered the most reliable indicator of 
developed nations. The sustained development ofthe industrial sector would occur only with 
the availability of finance which can be provided by the development banks. This shows the 
important role of banks and the general financial system in economic development. 
The main role of a development, bank in any developing country is being an instrument 
for guiding, selecting, promoting, and financing investment. The role of a development bank 
is dual. It acts as a commercial bank and as a development organisation at the same time. 
(See Chapter 4 for more detail) 
The main purpose for the existence of development banks is to facilitate the process 
and increase the speed of economic development in a country. It is intended to help stimulate 
the emergence ofthe missing factors necessary for development. Development banks are set 
up to act as catalysts for investment in the private sector and to provide injections of capital 
to enterprises; this is considered the hard core of a development bank's activities. They are 
designed also to be a means of mobilising resources and skills in the pursuit of sustainable 
development, designed to act as financial, economic, technological, and social development 
institutions. 
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The main purpose for establishing an Islamic development bank is to have an 
intermediary which helps to stimulate, influence, facilitate and foster the socio-economic 
development in Muslim countries with more of an emphasis upon providing the missing 
factors necessary for production and development for the welfare ofmankind. The reason for 
this is that the goal of all the principles of the Islamic economic and financial system is the 
welfare ofmankind, its economic and social benefit and satisfaction. The Islamic development 
bank should promote, motivate, and encourage entrepreneurs to invest in developmental 
projects which help to eradicate poverty and meet the society's needs and also increase the 
opportunities for employment, hard work, and self dependency. It should accelerate 
development where it is not proceeding with the desired speed. it should also act as a 
technological development institution. 
The aim ofthis chapter is to lay down the objectives, aims, importance, methodology, 
and hypotheses of the research. An overview of the evolution of financial systems and a 
survey of the chapters covered in this research will follow. 
1.2 Objectives 
The objective of the research is to develop a model of Islamic development banking; 
the IDB is used as a case study with an evaluation of its performance and operations. 
Answering the following questions crucial to reaching this objective: 
1) Does an Islamic development bank offer a distinct model? 
2) Is this model practically applicable? 
3) Do the operations of an Islamic development bank significantly differ from that of 
conventional development banks? 
4) Does the Islamic Development Bank provide a working model of an ideal Islamic 
development bank? 
5) How well does the Islamic Development Bank perform? 
1.3 Significance 
The International Bank for Reconstruction and Development (IBRD, or what is 
known now as the World Bank) was the first bank to be established as the outcome of the 
Bretton Woods Conference. More regional banks have been established since then and more 
recently (1975) an Islamic development bank has been created. All the development banks 
(including the Islamic Development Bank) are following a prototype model for development 
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banks suggested during the establishment of the Bretton Woods institutions, especially the 
World Bank. The importance of this research is to try to come up with a unique Islamic 
development banking model which has its distinct role as a development institution; depending 
on the Islamic financial principles taken from the Quran, Sunnah, Quias, and 1jmah. In so 
doing it will offer the first real assessment of the functions of the Islamic Development Bank 
over a period in excess of twenty years. 
1.4 Methodology 
This research will be carried out using a deductive reasoning methodology. To assure 
the validity and reliability of this research, the Islamic Development Bank (IDB) is used as a 
case study. 
Data was collected from primary and secondary sources available at the Islamic 
Development Bank, the IDB Library and Research Centre, Library of King Abdulaziz 
University, and other libraries in and outside of Saudi Arabia (such as Library ofthe Chamber 
of Commerce in Saudi Arabia, Library of Congress, Library ofUniversity of California at Los 
Angeles, Library of Virginia Technical Institute, Library of Loughborough University, and 
The Islamic Foundation Library). In more detail the methodology of the research is as 
follows: 
1) A literature review of the western financial system is completed to enable 
comparisons between the western and the Islan-dc financial system to be 
undertaken. 
2) The operations of conventional development banks are reviewed. 
3) Having established acceptable Islamic financial principles, the operations of an 
Islamic development bank are examined in the context of conventional 
development banks. 
4) To evaluate the performance of the IDB, historical data available in the annual 
reports was studied and analysed. The Murinde evaluation model of a 
development bank is used and the East Africa Development Bank (EADB) is taken 
as a model for comparison. 
5) To provide a more comprehensive evaluation of IDB performance two forms of 
questionnaires (one form for the Governors of the IDB and the other form for the 
staffofthe operation department) are distributed to collect more information about 
the IDB to confirm or otherwise the findings of the financial analysis under 4) 
above. 
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1.5 Main Hypotheses 
The main hypothesis of the research is that the Islamic development banking model 
differs from that of conventional development banking. This hypothesis well be examined in 
the light of 
1) The theory of Islamic finance as perceived in the Islamic economic and financial 
literature. 
2) A case study of Islamic Development Bank. 
3) The opinions of those operating or Governing the Islamic Development Bank. 
1.6 Difficulties Faced in this Research 
A number of difficulties were encountered in this research: 
1) Lack of readily available information in Saudi Arabia. 
2) A lack of consistency in the financial statements presented in the annual reports of 
the IIDB used as the basis for much of the case study analysis. 
3) The response from both the Governors of IDB and the staff was so slow (around 
two years) and in many cases no response was given, despite several attempts to 
extract replies. 
1.7 Structure of the Thesis 
In Chapter 2, a literature review of the conventional financial system is covered. A 
financial system is considered an area where funds are traded between borrowers and lenders. 
The interest rate expresses the price of funds in the financial system. The financial system is 
changing continuously over time as new institutions and instruments are developed. The 
development of the institutions, instruments, and markets provides better opportunities and 
more incentives for savers to save and for investors to invest. it is important to point out that 
an efficient financial system is essential to a healthy economy. 
The basic goal of the financial system is to facilitate and encourage the transfer of 
funds from Surplus Units (SUs) to the Deficit Units (DUs). This transfer of funds can occur 
either directly through money and capital markets or indirectly through the intermediation 
market via financial institutions. These financial institutions are considered intermediaries 
between the SUs and DUs. They accept savings from the SUs and in return these suppliers 
of funds acquire claims against the intermediaries. Then, those intermediaries make loans to 
or investments in the DUs or demanders of funds. 
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Transferring funds from the SUs to the DUs will create the financial instruments. 
These financial instruments are considered the products of the financial system and they are 
transferred in the financial markets. The financial markets facilitate the savings and 
investment process by providing means and mechanisms to reduce the time and effort of both 
the SUs and DUs. 
The Islamic financial system is covered in the Chapter 3. The Islamic financial system 
has its own distinct and unique features which distinguish it from the conventional financial 
system. This distinction is because its principles and rules are driven from the Islamic 
Shari'ah. 
The basic goal ofthe Islamic financial system (IF S) in the economy is to help facilitate 
and encourage the different economic units in transforming the wealth or capital of the SUs 
into productive investment by the DUs in accordance with the principles of the Islamic 
religion. The prohibition and elimination of interest is considered the core of the Islamic 
financial system replacing it with different modes and techniques which are drawn from the 
Shari'ah. 
The main goal of the Islamic financial market is to integrate partnership between 
labour and capital on a perpetual basis for the benefit ofthe individuals and the whole society. 
The Islamic financial market must be compatible with the economic values of Islam. 
After discussing the financial system in both conventional and Islamic thought the 
focus moves to the conventional approval to development banks in the fourth chapter. 
The fifth chapter is devoted to a comprehensive survey of international, regional, and 
national development banks. 
All the regional development banks and funds are modelled on the general pattern of 
the World Bank. But how does the Islamic development bank differ from conventional 
development banks? This is answered in Chapter 6. 
This chapter seeks to delineate a model of Islamic development banking on the basis 
of the Islamic concept of development, the distinctive features of the Islamic social system, 
and the Islamic principles of finance. The main purpose for establishing an Islamic 
development bank is to have an intermediary which helps to stimulate, influence, facilitate and 
foster the socio-economic development in Muslim countries by providing the missing factors 
necessary for production and development (specially capital) for the welfare of mankind and 
applying the principles of Islamic law in all the transactions. The main role of an Islamic 
development bank in general is to provide financial resources to development projects and 
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organise the investment process to develop the society as a whole. This theoretical model is 
then put to the test in the following chapter (Chapter 7) by comparing it with the practices of 
the Islamic Development Bank. 
The Islamic Development Bank (IDB) is considered an international financial 
development institution. It was established by 1973 and started operation by 1975. The main 
and central feature of this Bank is to undertake development financing operation without 
charging interest. The main purpose of Chapter 7 is to explore the role of the 1DB in 
accelerating development in the LDMCs and to see how far it is working according to Islamic 
principles. 
Chapter 8 is devoted to an analysis and evaluation of the performance of the Islamic 
Development Bank QDB) over its historical time path of 22 years (1396H-1417H which 
corresponds to 1976-1997) of operations. The performance of development banks can be 
evaluated through the financial function, the economic development function, the technology 
development function, and the social development function. The income statement and the 
balance sheet ofthe IDB are used to analyse and evaluate the IDB performance; then financial 
ratios are used as a tool to evaluate the adequacy, efficiency, and profitability of the IDB. 
This financial analysis is applied to the historical data available from IDB annual reports. Use 
of the mean, standard deviation and range help to analyse the behaviour of aspects of both the 
balance sheet and income statements. This method provides a meaningful procedure for 
conceiving a benchmark position from which bank performance may deviate. Thisinnovation 
of carrying out a statistical analysis of the behaviour of the financial function will take us 
beyond the snapshot analysis provided by the standard data in the balance sheet and the 
income statement. The second function considered in evaluating the IDB performance is its 
development function. To have a positive development function, it must get involved right 
from the beginning through identification, promotion and financing ofeconon-fic development 
opportunities. The soundness of the proposed projects for financing is the main indicator of 
development function. The third aspect of development banks' evaluation is the technology 
development function. Since development banks finance industrial projects, an important 
element of this funding should be the provision of the technology to support these projects. 
The social development function can be tested by seeing whether basic human needs are being 
satisfied through the activities of the IDB. 
Chapter 9 is devoted to an analysis of the survey questionnaires. To help formulate 
a theory of Islamic development banking and to evaluate the performance of the IDB two 
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types of questionnaire are used (one for the staff of the operation department of IDB and the 
other for the Governors representing member countries). These questionnaires are analysed 
in the context of the light they throw upon the functions tested in the analysis of the previous 
chapter. 
Chapter 10 lays down the conclusions and recommendations of the research. 
S 
Chapter 2 
The Conventional Financial System 
2.1 Introduction 
The main objective of this chapter is to describe the basic features of the western 
financial system. Any financial system consists of the arrangements used to create and 
exchange claims; that is facilitating the right to transfer money or other assets from one 
economic unit to another. In the financial system funds are traded between borrowers and 
lenders. It is a necessary part of the economy because it mobilizes the financial resources of 
the economy to support the required investment and technological advances for economic 
growth and development. Surplus units have excess funds but do not desire to engage in 
further expenditure; however, there is an opportunity cost for holding money. Deficit units 
want to spend more than they are receiving in income in the current period. A financial system 
allows the two units to engage in a financial transfer of IOUs for money. 
This chapter consists of four sections. In the first section, the definition, the role, 
functions, goals, and importance of the financial system are surveyed and discussed. In the 
second section, the principles of transferring funds in the financial system are explored. The 
third section is devoted to studying financial institutions and their role in the financial system, 
the instruments used in these institutions, the financial markets, and the price of credit in the 
financial markets. Section four, briefly examines monetary and fiscal policies and the role and 
functions of the central bank. 
2.2 The Financial System 
The financial system consists of financial markets, institutions, and different kinds of 
instruments which serve individuals, business firms,, and governments in financing their 
acquisition of goods and services, in investing capital, and in transferring the ownership of 
securities, (Schall and Haley, 199 1, p 14). The financial system is considered "an area in which 
funds are traded between borrowers and lenders. The interest rate expresses the price of 
funds in the financial syste&, (Cargill, 1986, p28). The financial system is not static but is 
changing continuously over time as new institutions and instruments are developed. This 
means the development of the institutions, instruments, and markets will provide better 
opportunities and more incentives for savers to save and for investors to invest, (Kitchen, 
1986, p68). 
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To be able to understand how the financial system works, it is better to look first at 
the economic units which affect the whole economy in a society. Each unit can be placed in 
one of the following groups: 
1. A household groups (individuals). 
2. Non-financial business firms group (business). 
3. Financial business firms group (business). 
4. A government group (government). 
Each group or unit can be examined in terms ofits budget framework (the relationship 
between total expenditures and total receipts). The budget position of any unit within a group 
as well as the entire group itself has three possible positions: if receipts exceed expenditures 
then the budget will show a surplus position, if expenditures exceed receipts then the budget 
will show a deficit position, if both are equal then a balanced budget position will dominate. 
The financial system is concerned with transferring funds from those sectors of the economy 
which are considered surplus units (SUs) or have surplus budgets to the deficit units (DUs), 
(Cargill, 1986, p28). The SUs are those units whose total receipts exceed their total 
expenditures or their saving exceeds their investment. On the other hand the DUs are those 
units whose total expenditures exceed their total receipts or their investments exceed their 
savings. 
So, the financial system allows the two units (SUs and DUs) to engage in financial 
transactions to transfer funds from the SUs to the DUs. The SUs have excess funds after 
completing current consumption and real investment expenditures. In terms of liquidity that 
excess fund (money) is considered very liquid, but there is an opportunity cost for holding that 
money. So, there is a trade off between liquidity and interest return. The higher the degree 
of liquidity, the higher the opportunity cost associated with being liquid. Opportunity cost 
represents the interest income, a rate of return, or a profit and loss basis instrument; an 
individual forgoes by holding assets with high liquidity, but with low risk of loss ofvalue. The 
SUs would be willing to move down the spectrum of liquidity if compensated (by interest or 
return) for a smaller degree of liquidity and increased risk, (Cargill, 1986, p29). 
On the other hand, the DUs want to spend more than what is received in the current 
period; obtaining the excess funds of SUs will overcome that shortage. At the same time, the 
DUs will be willing to pay interest to the SUs for the funds obtained from them because they 
expect to earn additional profit from their investment. So, the SUs are in a position to lend 
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money and accept IOUs from DUs who desire to spend more than what they receive. The 
IOU (A promise to pay a specific sum, the principal, and an interest rate over a period of time, 
maturity of the loan) is a financial claim or obligation. From the SUs view, it is a financial 
asset (debt or equity claim on the DUs) and from the DUs view, it is a financial obligation 
which represents a claim on the real resources of the DUs if they could not fulfill the 
obligations stated by the IOU. All of this show that there is a quidpro qou between the SUs 
and the DUs and the financial system is the area where these units can engage in a financial 
transfer of IOUs for money, (Cargill, 1986, p29). 
The SUs would be willing to move down the spectrum of liquidity if compensated for 
a smaller degree of liquidity and increased risk. On the other hand, the DUs want to spend 
more than what is received in the current period, they will overcome that shortage by 
obtaining the excess funds of the SUs. The DUs will be willing to pay interest to the SUs for 
the funds obtained from them, because they expect to earn additional returns from their 
investment. An efficient financial system is essential to a healthy economy, and the activity 
of the financial system affects every citizen in a society, because they are generally going to 
be either suppliers or demanders of funds. 
2.3 The Role of the Financial System 
The primary role of the financial system in the economy is to aid in transforming the 
savings (income minus expenditures on goods and services in a given time period) of some 
individuals and companies into investment (the purchase of physical assets that are used to 
produce goods and services) by others. The financial system provides the principal means by 
which an economic unit (it can be individuals, business firms, farmers, government units, .-- 
etc) who have saved money out of current income to transfer these savings to other economic 
units who have productive investment opportunities and need funds to finance them. This 
transfer of money results in the creation of a financial asset, which is a claim against the future 
income and assets of the economic unit who issued the asset. This claim from the viewpoint 
of the issuer is considered a financial liability. So, whenever there is a financial asset owned 
by someone there is a corresponding financial liability for the issuer. Therefore, financial 
assets (equity and debt) are the basic products of the financial system, (Schall and Haley, 
1991, p14). 
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2.4 Functions of the Financial System 
There are three broad functions perfonned by the financial system. First it should 
provide a smooth and efficient transfer of funds from SUs to DUs. This transfer of funds can 
occur either directly through money and capital markets or indirectly through the 
intermediation market via financial institutions. Efficient transfer and flow of funds mean it 
should be accomplished at the lowest possible cost and at the same time choosing the best 
institutions and instruments for both the SUs and DUs. Second, it should maintain a 
reasonable degree of soundness between financial institutions and markets in case of adverse 
economic events. Soundness of the financial system here means that institutions and markets 
maintain an efficient-transfer and flow of funds between SUs and DUs even in cases of 
adverse economic events such as inflationary and recessionary periods or avoidance of 
inflation and a lack of confidence in the financial system. Third, it should be flexible and 
adaptable to the continuously changing needs ofthe economy resulting from economic growth 
and to any new conditions facing the financial system either externally or internally. If all of 
these functions (efficiency, soundness, and adaptability) have been attained, then it will have 
a stable financial framework to support a rate of growth consistent with the resource base and 
technology of the economy, (Cargill, 1986, pp58-59). This stable financial framework must 
be accompanied by a stable monetary framework which means there must exist methods to 
allow money and credit to grow at sufficient rates to support economic growth at non- 
inflationary levels, (Cargill, 1986, p189). 
2.5 Goal and Purpose of the Financial System 
The basic goal of the financial system is to facilitate and encourage the transfer of 
funds from savers, suppliers, lenders or what are called SUs to investors, demanders, 
borrowers or what are called DUs. The purpose of the financial system is to provide an 
effective means of bringing together suppliers and demanders of capital. The basic 
instruments in this process are the financial assets created by suppliers of funds when money 
is transferred from savers or suppliers of funds to investors or demanders of funds, and this 
process will create financial liabilities to the demanders of funds. Not only suppliers and 
demanders of funds are part of the financial system, rather financial institutions and financial 
markets are also part of the financial system, to increase the efficiency and smoothness of the 
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system, (Pinches, 1987, p23). This relation is shown in the Figure 2.1, and it will be discussed 
in more details in the following sections. 
Financial Institutions 
Suppliers of Funds 
Financial Markets 
Demanders of Funds 
Figure 2.1: The Financial System 
2.6 The Importance of the Financial System 
Before the introduction of the present financial system based economy the barter 
system prevailed; this involved the direct exchange of one good for some quantity of another 
good in a simple market transaction, without the intermediate step of an exchange for money. 
Barter might also involve the exchange of services or goods for services. This kind of 
economy is considered primitive, where as the modern economy is difficult to imagine without 
a financial industry, financial system, or financial assets of various kinds. If there is no 
financial industry then all that savers can do is to accumulate either currency or physical assets 
such as houses. Under such circumstances those savers have to settle for a zero rate of return 
by holding currency or physical assets. At the same time, there are others who want to invest 
because they anticipate profitable opportunities in using loans without an active financial 
system, the only way for them to invest is to save the necessary funds themselves. But with 
the developed and expanded economy who would be able to save enough to be able to build 
for example a steel mill or car manufacture facility? It would be more beneficial and more 
productive if those potential suppliers of and demanders for funds get together for mutual 
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benefit, (Mayer, Duesenberry and Aliber, 1993, p 18). But, under such a complex economy 
the direct financing between the savers and investors would be difficult. That is why the 
specialized financial institutions (indirect financing) have emerged over the last 50 years to 
bring those savers and investors together hopefully in the most efficient manner for both 
parties. Financial institutions, therefore, become an integral part of the financial system. In 
summary the financial system is very important in any economy for the following reasons: 
1. The financial system provides an effective means of bringing together the SUs, 
saversP or suppliers of funds and DUs, investors, or demanders of funds to make 
transactions quickly and cheaply. 
2. The financial system changes rapidly affording new opportunities. This will help 
firms to use new sources or securities for raising capital. 
3. The financial system includes the secondary markets which facilitate the buying 
and selling of outstanding securities and makes it easier for a firm to raise external 
debt or equity capital. 
4. The value of the firm's stock can be determined in the financial markets by the 
interaction of supply and demand. 
2.7 Principles of Transferring Funds in the Financial System 
There are two methods for transferring the funds from SUs to the DUs which 
constitute the basic nature of the financial system. The two methods are through direct and 
indirect finance. 
1. Direct Finance 
A direct transfer of money occurs when the DU which wants to acquire money issues 
a financial asset (debt or stock) and sells it to the SU which has money available. The 
financial asset which is issued in this process is a piece of paper to indicate the nature of the 
asset which meets the legal requirements for establishing the claims (debt or stock) and what 
would be done if any disagreements arise between the two parties. 
In this method of finance the SUs and DUs deal either directly face to face or 
indirectly through the services of specialized brokers, dealers, or agents. Those brokers, 
dealers, or agents match the SUs and DUs; they do not actually own the financial assets, 
rather, they only charge a commission fee for their services. Here the risk is carried only by 
the SUs in lending to DUs, (Cargill, 1986, p34). The following figure (Figure 2.2) illustrates 
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the relations between the SUs and DUs in the direct financing method. 
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Figure 2.2: The Relations Between the SUs and DUs in the Direct Financing System 
Here the consumption units must sell their factor services to the production units for 
which they will receive income payments as wages and salaries. At the same time the 
consumption units or the households will purchase the goods and services produced by the 
production units or the non-financial business firms and will receive the household current 
expenditure payment as a price for these goods and services. The consumption units usually 
save part of their income and they are considered SUs and at the same time the production 
units usually need funds for investment and are as a result DUs. Production units do not have 
sufficient income to cover their current expenditures and purchase of new capital equipment 
and building. Since the SUs have income left over after all their spending has been completed, 
the DUs can use that income under the condition and willingness to pay interest to the SUs 
for the use of their savings. Thus, the DUs will issue IOUs to the SUs for their borrowed 
funds which will be used for the DUs investment and they will pay back to the SUs both the 
principal and the interest cost. 
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In the direct financing method the needs of the SUs and DUs must coincide before 
direct financial relationships can occur. Both the SUs and DUs have to be satisfied 
simultaneously for the transfer of funds to occur. Hence, there are several conditions 
necessary before direct finance between SUs and DUs can occur, they are as follows: 
a) The amount of the transfer of funds from the SU must be consistent with the 
spending plans of the DU. 
b) The time horizon (the length of the time period) the SU wants to lend must equal 
the time horizon of the DU who wants to borrow. 
C) The degree of risk the SU has to carry may be high, while the DU carries no risk, 
the SU must be willing to assume the risk of lending to the DU- 
These conditions create limitations for direct finance to take place and this provides 
the opportunity for indirect finance to emerge. 
Indirect Finance 
The indirect finance method overcomes the limitations of the direct finance method. 
This method separates the SUs and DUs to such an extent that neither one is aware of the 
other's existence, (Cargill, 1986, p3 5). The indirect finance method involves the introduction 
of a financial intermediary or institution between the SUs and DUs. Figure 2.3 illustrates the 
relations between SUs, financial intermediary or institutions, and the DUs. 
The flow of funds will be advanced from the SUs to the financial intermediaries and 
in turn will flow to the DUs when demanded. Also, as the figure shows, exchange involves 
the surplus funds being transferred for an IOU drawn on the financial institution. This 
financial institution deals with many SUs and will accumulate a large volume of funds which 
in turn can lend to many DUs spreading not through the diversification of assets. The DUs 
will issue in turn IOUs to the financial intermediaries where they received loans. The financial 
intermediary will assume the risk of the DUs and the SUs only assumes the risk of the lending 
certificate (IOU) issued by the financial institution. The transfer of funds, therefore, between 
SUs and DUs will reallocate the burden of risk. A financial intermediary acts as a middleman 
between those who have funds which they do not wish to exchange for goods, and those who 
do not have funds, but do wish to purchase goods. They provide an indirect means of 
transferring funds from savers to borrowers. 
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Figure 2.3: The Relations Between the SUs and DUs in the 
Indirect Financing System 
The process ofintermediation combines two basic and vital functions- First, it provides 
an opportunity for savers to deposit their savings, and earn a return on them, thereby 
mobilizing funds which otherwise may be hoarded. Second, it transfers risk from the lender 
to the intermediary and/or to the borrower. Individuals with available savings may be 
reluctant to invest themselves, or lend directly or to take equity in a borrower's project. 
Those individuals may not want to take the risk, they may not be able to assess the risk, and 
they may not know how to protect themselves legally and financially if things go wrong. An 
intermediary takes these risks away from individuals and in many cases transfers them to the 
borrower by taking security, (Kitchen, 1986, p12). Savers must have confidence in the 
intermediary, otherwise they would not place funds with them. This means intermediaries 
cannot mobilize funds unless savers have confidence in them. 
In the case of indirect finance, the excess lending over borrowing of the SUS will be 
represented by increases in the certificates owed by financial institutions. At the same time, 
the excess of borrowing over lending of the DUs will be represented by an increase in 
outstanding certificates held by the financial institutions. 
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Indirect financing methods have several significant advantages for the SUs, DUs and 
the intermediary. 
First: advantages to the surplus unit 
1. The surplus unit can purchase any kind (short or longterm) and any amount (small 
or large) of IOUs from financial institutions. 
2. Financial institutions can diversify their financial assets to a greater extent than can 
any single SU does by itself 
3. The IOU of a financial institution which pays the same interest return will involve 
a smaller degree of risk for the SU than IOU drawn directly on a DU, (Cargill, 
1986, p36). 
Second. * advantages to the deficit unit 
1. The DU can borrow large amounts from the financial institution which has a large 
accumulation of funds from several small SUs. 
2. The search costs of the DU in finding a suitable lender will be reduced with the 
existence of the financial institutions when compared with direct finance. 
3. The financial institutions can offer other services to the DU such as market 
analysis and investment opportunities, (Cargill, 1986, p36). 
rXO Aq for the financial intermediary, it receives compensation for the service it is 
providing to the lenders and the borrowers which are achieved through profits 
generated by the difference between what the financial intermediary pays its 
depositors and what it charges its borrowers, (Thygerson, 1993, p 15). 
The following section discusses and examines the role and functions of financial 
institutions and their importance to the economy. 
2.8 Financial Institutions 
The financial system consists of markets trading, financial instruments and financial 
institutions. These two aspects of the system are very hard to separate and in many cases it 
is financial institutions which create the market. In this section, the role and functions of 
financial institutions are examined. Also, the advantages ofusing them are presented to show 
their importance to the financial system and to the whole economy. All financial institutions 
serve as intermediaries to facilitate the transfer of funds from the surplus units to the deficit 
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units, financial institutions differ among themselves primarily in the magnitude of their 
operations and the services they handle to the SUs and the DUs concerning the sources and 
uses of funds. 
The financial institutions (financial intermediaries) come between SUs or suppliers of 
funds and DUs or demanders of funds. Financial intermediaries or institutions accept savings 
from SUs and in return these suppliers of funds acquire claims against the intermediaries. 
Intermediaries make loans or investments to the DUs or demanders of funds. The suppliers 
of funds expect some return in the form of interest or cash dividends as a reward for 
entrusting saving to the financial intermediaries, (Pinches, 1987, p24). 
Financial institutions are divided into two groups- depository financial institutions and 
non-depository financial institutions. 
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2.9 Depository Financial Institutions 
The depository financial institutions have a unique role in the financial system. First, 
they deal with every type of surplus and deficit unit in the economy. Second, they have a very 
important role in the money supply process. "The liabilities ofdepository institutions classified 
as transaction deposits represent the major part of the money supply measured as M-I, ", 
(Cargill, 1986, p 187). These depository institutions have the ability to destroy and create 
money because their transaction deposits are subject to a fractional reserve requirement. This 
means that for every unit of reserve, depository institutions can support several units of 
transaction deposits. "Transaction deposits are created or destroyed during the lending- 
investment activities of depository institutions", (Cargill, 1986, p138). Any loan made bythe 
depository financial institutions represent a creation of that amount in transaction deposit. 
According to the multiplier function each unit of reserve will support several units of loans 
and hence transaction deposits. The same outcome occurs if the bank purchases a security. 
The securities purchase of the bank involves a payment which will be a transaction deposit 
under the name of the seller, and so on. The whole operation will be repeated and more 
transaction deposits will be created and more money supply will be created. 
The reverse process of destroying transaction deposits during the lending and 
investment process can also take place by paying off the loan which means drawing down the 
transaction deposit. In this case if the bank does not make a new loan to replace the paid-off 
loan this means transaction deposits will be lowered. In the case of the financial investment 
activity, if the bank sells a security and holds on to funds then it means transaction deposits 
are destroyed. From the previous discussion it can be seen that the ability of depository 
institutions to expand or contract transaction deposits depends on the level of reserve 
requirements. Any changes in the monetary base will lead to multiple changes in transaction 
deposits and, hence, the money supply, (Cargill, 1986, p157). When reserve requirements 
decrease then the depository institutions will be able to increase lending and investment 
activities., transaction deposits, and the money supply; and vice versa. 
Depository Financial Institutions are divided into two types: banks and non-bank 
financial institutions. The primary difference between these two types institutions is that: the 
banks dominate the issuance of demand deposits and demand deposits are considered the 
largest single component of the money supply. For this reason any changes in demand 
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deposits represent significant changes in the money supply. The non-bank financial 
institutions do not have that impact on the level of money supply and they do not have the 
check-clearing mechanism for payments like banks do. In general banks are considered the 
first to be affected by any change in monetary policy which in turn will affect the entire 
financial system. The non-bank financial institutions are only indirectly affected. The 
following section shows the uniqueness of commercial banks and the role of the non-bank 
financial institutions. 
a) Uniqueness of Commercial Banks as Depository Financial Institutions 
The commercial banks are profit-making financial institutions and they play a 
significant role in the financial system. They lend heavily to individuals, a major source of 
credit to business firms, and they hold substantial numbers of securities issued by 
governmental units. Commercial banks refer to themselves as "department stores offinanc6", 
(Schall and Haley, 1980, p22). They are considered to be the heart of the nation's financial 
system, (Mayo, 19 82, p4 1). The commercial banks have been the largest financial institutions 
for handling demand deposits. They also play a very important role in determining the level 
and changes in the level of the money supply, (Weston and Brigham, 1987, p58). They are 
considered the largest type of financial institutions in terms of the amount of financial assets 
they hold, (Pinches, 1987, p24). At the same time they deal with the broadest spectrum of 
SUs and DUs. The payment mechanism between these units is done through a checking 
system and all clearing of cheques must normally be done through commercial banks. Banks 
also are considered the focal point of the conduct of the monetary policy of any government, 
(Cargill, 1986, p82). 
b) Non-bank Depository Financial Institutions 
A significant part of the total flow of funds transferred through the intermediation 
market are transferred through non-bank depository financial institutions. This includes 
Saving and Loan Associations, Mutual Savings Banks (or Savings Banks) and Credit Unions. ' 
The main distinction between banks and non-bank depository financial institutions is in the 
services they provide to individuals or households to deposit their savings and to help other 
individuals to have a source for home mortgages or real estate in the form of a loan. They are 
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considered a safe place to deposit savings and yield some return from the investment they 
perform. 
c) Non-bank and Non-depository Financial Institutions 
Non-bank and non-depository financial institutions act in providing financial services 
other than taking deposits like depository financial institutions. Rather, these operate as 
advisors and agents for companies who want to issue stocks or other securities. One of the 
i main roles is to provide services in issuing, buying, and selling stocks and other securities. 
These institutions include Investment Banks, Stock Brokers, and Security Dealers. 
Another institution which can be added to this group of non-bank and non-depository 
financial institution in the developing countries is the development bank. Development banks 
are basically established as a product of the development efforts of the developing countries. 
Even though it carries the title of a bank, it does not work as a commercial bank, rather the 
main objective of the development bank is national development concerned with banking 
profitability criteria. A development bank, as defined by Diamond, is "an institution to 
promote and finance enterprises in the private sector", (Diamond, 1957, pp4-5). 
Development banks never receive deposits, rather, their sources of funds or their assets are 
in the form of a subscription to share capital, annual appropriation, equity share, or grant 
allocations. So, development banks finance development projects and provide the related 
supportive services. Joseph Kane defined a development bank "as a financial intermediary 
supplying medium and long-term funds to bankable development projects and providing 
related services", (Kane, 1975, p 14). The fourth chapter will be devoted to the discussion of 
the operations of conventional development banks. 
Another group includes Private and Governmental Pension Funds which are 
established to provide income to retired or disabled persons. The sources of funds of this 
group come from corporations or government agencies. Mutual Funds and Money Market 
Mutual Funds are established to provide investment for individuals. Life Insurance Companies 
and Casualty Insurance Companies funds come from the sale of insurance policies which in 
turn will be invested in bonds, stocks, government securities and trade credit. Finance 
Companies are financial retailers for the benefit of individuals and business firms. Any firm 
may consist of more than a single type of institution. An example for this is where some 
stockbrokers operate mutual stock funds and money markets mutual funds, and also act as 
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security dealers, (Mayer, Duesenberry and Aliber, 1993, p3 1). 
2.10 Advantages of Using Financial Institutions 
There are several advantages of using financial institutions (Intermediaries) in 
transferring funds for all the parties concerned (The borrowers or DUs, the lenders or SUs, 
the financial intermediaries, and the economy as a whole), these advantages are as follows: 
1. Flexibility 
In indirect finance, the financial institution (financial intennediary) deals with a large 
number of SUs or savers, and will accumulate large funds from SUs to lend to many DUs or 
investors. This large accumulation of funds allows large loans for longer periods of time and 
they will facilitate large scale investment. This will also spread the risk over a number of DUs 
or investors, again benefitting investment. 
2. Liquidity 
Financial intermediaries can provide investors with financial assets which will be 
readily convertible into money. 
3. Diversification 
SUs or savers can purchase certificates from financial institutions in the amounts they 
want and for the length of period they want. These financial institutions will let the SUs or 
savers carry a smaller degree of risk because they can work in a way to spread the risk over 
a greater number of DUs. Spreading the risk can be done through putting assets into several 
categories ofinvestments such as stocks, bonds, and money market instrument as well as into 
advances for companies et al. By purchasing the debt issues ofmany different borrowers, the 
intermediary is able to increase the chances that most ofthe money lent will be repaid because 
diversification can minimize risk. Therefore, it is able to provide relatively low-risk assets to 
investors. The existence of the financial institution reduces the search costs of the DUs in 
finding a suitable lender. 
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4. Convenience 
Intermediaries offer a variety of financial services to their customers besides lending 
money and creating financial assets. This makes it convenient for a single business to deal 
with a single firm that can supply whatever services are needed. These services such as 
savings accounts and NOW (Negotiable Order of Withdrawal) accounts pay interest, and 
checking accounts are a convenient means to make payments. These accounts also permit the 
savers to deposit and withdraw small amounts of money. Dealing with these accounts make 
it more convenient than dealing with securities such as stocks and bonds, (Mayo, 1989, p28). 
Such securities may not be divisible into small quantities, or there might be a substantial 
commission cost for dealing with small amounts of securities. Hence, these securities might 
not be as convenient or as liquid as savings and checking accounts. In addition, these 
accounts provide ways to earn modest returns with very little risk of loss. Such safety of 
principal cannot be achieved by savers who directly lend to other individuals and firms. 
5. Expertise 
Intermediaries are continuously dealing with financial assets which makes them experts 
in the financial process. They can offer services to DUs or investors such as market analysis 
and help in investment decisions and can do the same for savers to help them with their saving 
portfolio. 
6 Profitability 
Borrowing from financial intermediaries offers the business firms a means to increase 
the return earned on its investors' funds. Ifthe business firm can borrow funds atone rate and 
use the funds to earn more, then the difference will accrue to the firm's owners, and hence the 
return on their funds will be increased. This method of using borrowed funds to increase the 
owners' return is called financial leverage. Financial leverage is an important concept in 
finance and it is widely used by finance managers. 
7. Better Opportunity 
Financial intermediaries also offer an important advantage to the aggregate economy 
since their main role is to transfer funds from savers to firms and households that needs funds. 
By doing so, then the financial intermediaries will increase the opportunity of investment 
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which in turn will increase the aggregate level ofincome and employment, (Mayo, 1989, p29). 
2.11 Financial Instruments or Products of the Financial System 
The financial system provides the principle means to transfer funds from the savers or 
SUs to investors or DUs. As mentioned earlier this transfer of funds results in the creation 
of financial assets (the basic instruments in this process) which represent a financial claim 
against future income. This financial claim is considered a financial asset for the SUs and 
financial liability for the issuers or the DUs. The financial asset which is the product of the 
financial system can be divided into three groups: money, debt, and stocks. First, money is 
issued by the government of any country in the form of paper currency and coins; and it is 
created (by the multiplier function ofmoney) by some financial institutions as demand deposits 
and NOW accounts. "Commercial banks provide demand deposit accounts (checking 
accounts) to everyone. Commercial banks, mutual savings banks, and saving and loan 
associations also issue NOW accounts to individuals and certain other type of customers such 
as nonprofit organizatione'l (Schall and Haley, 1991, p 15). 
Second, debt is issued by any economic unit including the government. If any 
economic unit wants to obtain funds it can borrow, or (more formally) sell debt. A bond 
(such as mortgage bonds, equipment trust certificates, debentures, subordinated debentures, 
income bonds, revenue bonds, convertible bonds, variable interest rate bonds, and zero 
coupon bonds) is a promise by the borrower to pay a certain sum by a certain date (called its 
maturity date). The borrower should pays a fixed rate ofinterest called the coupon rate which 
is stated on the bond, (Mayo, 1989, p240). Typically, the borrower has the right to repay the 
bond holder before its maturity date, and thus escape the obligation to continue making 
interest payments. In this case the bond holder will be paid a specific amount in excess of the 
bond's face value. The face value is the value at which the bond was initially issued. The 
buyer of a bond can sell it before its maturity date. The price of the bond will be according 
to the supply and demand for such bonds, which means it might exceed or fall short of its face 
value. Several factors determine the price of a bond such as interest rate and risk default. 
Third, stocks are issued by business firms, and they represent ownership. The issuer 
of stocks is selling ownership of the corporation. The amount of money to be paid to the 
owner of stock is not precisely specified in advance as it is in the case of debt. The two basic 
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types of stocks are common stocks, and preferred stocks. First, a common stock is the 
security that represents the ownership of corporations. The extent of ownership by any 
person depends on the number of shares of common stocks held by that person relative to the 
total number of outstanding shares. Second, preferred stock is much less significant than 
common stock in terms ofthe outstanding amount and as a method of financing. The owners 
of preferred stocks are paid dividends before any dividends can be paid to the common stock 
owners. Many financial managers think of preferred stock being similar to debt, because 
preferred stock is a hybrid of debt and common stock financing, (Schall and Haley, 1991, 
p375). It is subordinate to all debt with regard to earnings and assets. Preferred stockholders 
have a prior claim relative to common stockholders to the firm's income after interest and 
taxes are paid. In case of liquidation, creditors are paid first then the preferred stockholders. 
Anything remaining will go to the common stockholders. Transfer ofthe financial assets must 
take place in financial markets. 
2.12 Financial Markets 
Financial markets exist ifany financial transactions occur. Financial transactions mean 
the creation or transfer of financial assets. This creation or transfer of financial assets should 
be done through a financial institution or intermediaries by issuing financial claims. Financial 
markets facilitate the savings and investment process by making it more efficient. Financial 
markets also provide means and mechanisms to reduce the time and effort for the SUs in 
searching for DUs and reduce search cost by bringing buyers and sellers together. They will 
provide also information about the expected income or return on different financial claims and 
their prices, (Thygerson, 1993, p7). The financial claims (IOUs) can be classified according 
to various types of markets within the financial system. Financial markets are described by 
the financial assets being traded. The most important markets are as follows, and these 
markets are highly interrelated with considerable overlap between them. 
1. The Primary Market 
The primary market is the market where the financial claims are created. All the 
financial claims or the IOUs have primary markets. When any agency borrows from a 
commercial bank or any financial institution then a financial claim will be created in the 
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primary market. At the same time any issuance of new stocks will emerge in the primary 
market, (Cargill, 1986, p38). All financial claims or IOUs have a primary market even the 
ones traded in the secondary market. The primary market includes any transactions originated 
such as new car loans, - 
business loans, home mortgages to purchase a house or underwriting 
of some new common stocks or bonds, (Thygerson, 1993, p 142). After the securities begin 
to trade between individuals, and/or institutional investors they become part of the secondary 
market, (Pinches, 1987, p26). 
2. Ae Secondary Market 
The secondary market is where the financial claims can be sold one or more times 
before maturity "Once a claim has been created, any trading of the claim is said to occur in 
the secondary market", (Thygerson, 1993, p 142). Not all financial claims have a secondary 
market, rather only the widely recognized characteristics and legal negotiability financial 
claims or IOUs have a secondary market. In this secondary market those who own the assets 
are able to sell to others and the original issuer has no part in the transaction. This market 
exists to facilitate investor trading. The secondary market is important because first, it enables 
investors to add to or liquidate holdings easily. Second, it makes issuing additional securities 
by firms more easy. This will enables investors to buy and sell securities easily and they will 
be more likely to purchase the original issue. The existence of secondary markets benefits 
both the seller and buyer of securities. The buyer of the securities or the investor who has 
funds will have greater choice of financial assets to purchase since the investor is not limited 
to purchasing newly issued assets. Also, it benefits these purchasing assets in the past and 
who now wants to raise money; the asset can be sold rather than waiting to maturity. The 
secondary markets are of particular importance to the owners of common stocks where they 
can sell their stocks and buy others or get their money back; these securities never need to be 
paid off as long as the corporation that issued the stocks continues in existence. 
Transactions in the secondary market occur on organized security exchanges or in the 
over-the-counter market. Among organized exchanges, the New York Stock Exchange 
(NYSE) is the largest secondary market for stocks in the world. if stocks are unlisted, they 
are traded in the over-the-counter (OTC) market. The OTC market is made up of security 
dealers or brokers who, using telecommunications, interact to create a market for various 
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securities. Corporate bonds issued by large firms are usually traded on the New York 
Exchange while common stock of many smaller companies and most bonds are traded in the 
over-the-counter market. The majority of stocks are traded in this market. 
3. Money Market 
Money markets deal in short-term debt. Any financial claims with maturities of one 
year or less, highly liquid, and negotiable debt are regarded as money market instruments. 
These instruments are called or referred to as short-term financial instruments. These 
instruments include Governmental Funds, Commercial Papers, Treasury Bills, Banker's 
Acceptances, Certificates of Deposit, and other short-term debt instruments. 
The major functions of the money market are: First, to provide short-term financing 
for the public and private institutions needing such financing. Second, to provide an 
impersonal market where institutions with a temporary supply of surplus funds may find 
profitable employment for such funds. These institutions include not only commercial banks 
and other financial institutions, but large nonfinancial corporations. When nonfinancial 
institutions, or individuals, put their surplus funds directly into the money market, they are 
avoiding the intermediation function provided by the financial institutions, (Cochran, 1975, 
pp214-215). 
4. CapitalMarket 
Capital markets deal in long-term debts and stock. Any financial claims with 
maturities of more than one year are traded in the capital market. At the same time equities 
are part of the capital market even though they have no maturity date. So, the capital market 
consists of the markets in which the long-term securities 9f individuals, business firms and 
governmental units are issued and traded. Many development banks actively work to 
stimulate the development ofthe capital market. The capital market is usually subdivided into 
three markets: the bond market, the mortgage market, and the stock market. 
5. Intermediation Market 
Financial claims can be transferred between the SUs and the DUs either directly or 
indirectly as explained before. If they are transferred indirectly then it means a financial 
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intermediary is involved in the exchange. Hence, the intermediation market refers to the 
creation of financial claims in the process of indirect finance. Financial intermediaries are 
considered essential to growth in industriaaed countries. But unfortunately they are often 
insufficiently developed in developing countries and do not play the role they should do in 
launching development activities. Examples of these financial intermediaries or institutions 
are: Commercial Banks, Saving and Loan Associations, Mutual Savings Banks, Credit 
Unions, Finance Companies, Money Market Mutual Funds, and Development Banks in 
developing countries. 
Development banks function as financial intermediaries in transferring domestic and 
foreign saving to investment in order to facilitate economic development. The development 
bank is intended to function as a substitute institution in stimulating the growth of the factors 
which evolved somewhat more spontaneously over a longer time span in the developed 
economies, (Boskey, 1959, pp34). These factors are: capital provision, entrepreneurship, 
technological and managerial capabilities, promotional activity, capital market activity, and 
availability of foreign exchange. The bank can have an impact on tangible factors; such as 
investment and production, and on intangibles, such as proper management practices, capital 
market development, and appropriate levels of technology. It can as a result influence 
development in different but interrelated ways. 
2.13 Interest Rates 
The interest rate plays a very important role in the capitalistic economy system, and 
it is considered inconceivable that the system could function without the interest component. 
Interest has been viewed both as an integral part of the price mechanism which regulates 
savings and investments and as an important policy instrument which the government can use 
to influence and control the economy through monetary policy, (Ariff, 1982b, p287). In the 
following section, the role of the interest rate is explained. 
Interest rates are the price of credit in the financial markets. it must be paid when an 
individuab business firm, or government unit borrows funds, (Schall and Haley, 1991, p28). 
It is the cost incurred by the DUs or demanders of funds when they use debt financing. 
Interest rates are also the earning rates on financial assets. Interest for the SUs is what they 
earn when money is lent to DUs. Since one person's liability is another person's asset, this 
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means that the interest rate as the price of credit is equivalent to an earning rate. Interest is 
considered both a cost and revenue, cost for the DUs and revenue for the SUs, (Pinches, 
1987, p 28). 
Interest rates are measured as an annual percentage rate of the amount borrowed; and 
there are different rates according to the type of financial assets. "All market interest rates 
usually vary together over time", (Schall and Haley, 1991, p28). The reasons behind this 
variation mainly reflect the fluctuations in the supply and demand for loanable funds, changes 
of prices for goods and services, and inflation or deflation. Loanable funds are subject to the 
laws of supply and demand like any other commodity. If a high supply of loanable funds is 
available for investment then the interest rate will be low, and vice versa. Savings are defined 
as the difference between current income and current expenditure. The demand for loanable 
funds comes primarily from individuals, business firms, and government to finance investment. 
"The general level of interest rates at any time is primarily determined by individuals' desire 
for current expenditures relative to their incomes and the amount of investment opportunities 
available", - 
(Schall and Haley, 1991, p29). 
The interest rate is also considered an opportunity cost of holding money balances. 
"At low rates ofinterest, the opportunity cost of holding money is relatively low, so the public 
tends to hold larger money balances. At high rates of interest the opportunity cost of holding 
money is high so the public tries to economize as much as possible on its money balances, 
transferring excess money balances to interest-yielding financial assets, such as bonds", 
(Cargill, 1986, p 164). 
The opportunity cost concept of holding money is only one way of explaining the 
inverse relationship between the demand for money and the interest rate. Other factors are 
also important such as relative risk. Money is considered less risky than other assets. 
Individuals are likely to hold more (less) money the lower (higher) the level of interest for a 
given level of risk. At higher interest rates, individuals are willing to hold smaller money 
balances because they have a higher expected return from holding other financial assets and 
are willing to shift to riskier assets. Also, interest rates play an important role in the conduct 
ofmonetary and fiscal policy, and they represent the return and cost of lending and borrowing 
respectively. 
31 
2.14 Central Banks 
For any system to work there must be rules and regulations to help it to function 
smoothly. The source of these rules and regulations for the financial system is the central 
bank. The financial system generally operates under government regulation and supervision. 
Any country in the world of any size has a central bank which puts rules, regulations, 
objectives, and functions according to its ethical, social, political, and economical needs. 
Central banks are not banks in the same sense as commercial banks. They are usually 
governmental institutions; their goal is not maximizing their profits, rather they achieve certain 
goals for the entire economy such as preventing massive commercial bank failures, high 
unemployment, and so on, (Mayer, Duesenberry and Aliber, 1993, p 177). Typically central 
banks carry out governmental functions and they are part of the government. 
Traditionally the central bank was considered the banker of the government, now it 
has other responsibilities. Central banks also are the main instruments for the implementation 
ofgovernment financial policies. They are responsible, at least in part, for maintaining internal 
and external stability and have important roles in the management and control ofthe financial 
sector. On the other hand in developing countries they may also be an important instrument 
for encouraging financial development, (Kitchen, 1986, p 119). Kane also thinks that: "The 
central bank is a monetary intermediary which extends its credit to the private sector 
primarily through the commercial banks and frequently in developing countries through 
selected non monetary intermediaries as welP, (Kane, 1975, p150). Such non monetary 
intermediaries include the development banks. Also, the central bank may grant credit to the 
private sector and nonfinancial corporations. But such credit generally constitutes a small 
portion of total bank credit to the private sector. Most of the central bank credit to the public 
sector goes directly to central government in developing countries. Also, central banks 
frequently extend credit to public sector corporations both financial and nonfinancial. 
Development corporations are an example of financial units which may receive central bank 
funds. Central bank credit can be extended to central government, commercial banks, 
specialized banks in the private sector, public financial corporations in the public sector, and 
also to nonfinancial corporations, (Kane, 1975, p 15 1). 
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2.15 Role and Functions of Central Banks 
The major functions undertaken by central banks at different times and in different 
countries are as follows: 
1. ControllinR the Mongy Sgpply 
The central bank is a nation's principal monetary authority, whose chieffunction is the 
regulation of the money supply and credit so as to promote economic growth without 
inflation, (Ammer and Ammer, 1977, p 63). Central banks issue currency and maintain the 
purchasing power of the currency. Also, it administers monetary policy by affecting the 
supply of money in the economy. The money supply is currency in circulation outside the 
banking system plus the deposits of commercial banks. The instruments that the central bank 
can use to affect the money supply focus upon reserve requirements, the discount rate and 
open market operations, (Begg, Fischer and Dornbusch, 1994, p 407). 
a) Reserve Requirements 
A reserve requirement normally defines the minimum ratio of cash reserves the central 
bank requires commercial banks to hold for the safety of its depositors. No commercial bank 
can hold less than the required cash reserve but they can hold more if they like (being prudent 
banks), (Begg, Fischer and Dombusch, 1994, p 407). The effect of excess reserves is to 
reduce the creation of bank deposits, reduce the value of the money multiplier, and reduce 
the money supply for a given monetary base, (Begg, Fischer and Dombusch, 1994, p 408). 
So, any increase in the reserve (either required or excess) will reduce the money supply. If 
the commercial bank reserves fall below the required amount then they must immediately 
borrow cash from the central bank to restore their required reserve ratio. 
The point of a reserve requirement is to control the money supply; the higher the 
reserve the less will be the money supply, the lower the reserve the more will be the money 
supply. 
b) 7he discowit rate 
The second instrument of monetary control for the central bank is the discount rate. 
"The discount rate is the interest rate that the bank charges when the commercial banks want 
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to borrow money".. (Begg, Fischer and Dornbusch, 1994, p 408). This discount rate is also 
known as the bank rate or minimum lending rate. A central bank sets this discount rate on 
which most other interest rates are based. A high discount rate discourages commercial banks 
from lending in excess of their required reserves, since it makes borrowing from the central 
bank too costly; the general effect on the economy is to slow down business expansion, which 
in turn relies heavily on bank loans. A low discount rate has the opposite effect, encouraging 
member banks to borrow in order to finance lending, which stimulates business activity, 
(Ammer and Ammer, 1977, p 120). The discount rate is an important instrument of monetary 
policy, setting the discount rate at a level higher than the general level of interest rates, the 
central bank will induce commercial banks voluntarily to hold additional cash reserves. Since 
bank deposits will become a lower multiple ofbanks' cash reserves, then the money multiplier 
is reduced and the money supply is going to be lower for any given level ofthe monetary base, 
(Begg, Fischer and Dombusch, 1994, p 408). The discount rate is considered a financial 
barometer for both the general condition of the credit market and the direction of the central 
bank policy, (Ammer and Ammer, 1977, p120). 
q) Open Market Operations 
The third instrument of monetary control available to the central bank is open market 
operations. This instrument alters the monetary base while the reserve requirement and the 
discount rate alter the value of the money multiplier. Since the money supply is the monetary 
base multiplied by the money multiplier, then all three instruments will alter the money supply. 
If the central bank issues new banknotes and uses them to purchase government 
securities on the open market, fewer securities will be in the hands of the private sector or the 
commercial banks, but the monetary base will be increased by the same amount as the issued 
banknotes. This monetary base will be a cash injection in the economy with most of it 
deposited with the banking system. That cash deposit will expand the deposit lending of 
commercial banks against its higher cash reserves. Conversely, if the central bank sells 
government securities from its existing stock the monetary base will fall because the 
commercial banks will lose cash reserves; they have to reduce their deposit lending and 
accordingly the money supply will fall. So, by open market operations in financial securities, 
the central bank alters the monetary base, banks' cash reserves, deposit lending, and the 
money supply. 
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2. Stability of The Banking System and Preventing Bank Failures 
Another concern of a central bank is the maintenance of a soundly based commercial 
banking structure and system. The central bank has a major responsibility for banking 
supervision. The most important ofthese regulatory responsibilities ofsupervision is licensing 
of financial institutions especially commercial banks. Central banks have to become more 
experienced in the evaluation of risks and in lending to commercial banks. Central banks also 
sometimes educate commercial banks on sound finance. The whole concept of a central bank 
being responsible for the stability of the banking system presupposes mutual confidence and 
cooperation between the central bank and the commercial banks. For this reason, contact 
between the central bank and the commercial banks must be close and continuous, 
(Encyclopedia Britannica, 1977, p 708). Commercial banks must accept the leadership ofthe 
central bank and accept their policy. 
One source of economic instability is the supply of money. Controlling the money 
supply by the central bank will help to guard against bank failures. In cases of financial panics 
for banks then there must be a guaranteed resource for them, this guaranteed resource will 
come from the central bank. Since a central bank creates reserves and manufactures cash, 
then it is considered to be the lender of last resort for commercial banks. 
Central banks supervise and regulate the commercial banks and the other financial 
institutions. It is the responsibility of the central bank to regulate the amount of lending by 
banks and perhaps by other financial institutions as well. The central bank can also influence 
the direction of lending of commercial banks as well as the amount of lending by regulating 
commercial bank's liquidity. Even in well controlled banking systems, commercial banks 
sometimes expand and increase credit to such a point that inflationary pressure will be 
developed. Such an overexpansion in bank lending would be followed almost inevitably by 
a period of caution in making loans. This turning point will be associated with a financial 
crisis and sometimes bank failures. Such a crisis will threaten the financial institutions and 
their soundness and this sometimes requires the intervention of the authorities to prevent 
complete collapse. So, the support ofthe central bank for the commercial banks and the other 
financial institutions in times of crisis is essential. 
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3. Lenders of last resort 
Since any system of fractional reserve in the banking system will let commercial banks 
have insufficient reserves to meet a simultaneous withdrawal of all their deposits, banks are 
vulnerable to financial panics. To avoid this, it is necessary to ensure that people have 
confidence in the commercial banks and that commercial banks can get cash ifthey really need 
it. The threat of financial panics can be avoided or diminished if the central bank stands by 
as lender of last resorts. The lender of last resort function has been one of the most important 
features of the central bank's role as bankers' bank, which is considered the ultimate source 
of domestic liquidity, (Downes and Vaez-Zadeh, 1991 ,p 437). The only institution that can 
manufacture cash in indefinite quantities is the central bank. By acting as a lender of last 
resort, the central bank can help maintain confidence in the banking system and bring 
relatively stable values to private deposits and hence the money multiplier. 
4. Goverment's Bank 
A central bank carries out governmental functions and acts as the government's bank 
by issuing bills and bonds to maintain accounts and borrowing for the government, (Kitchen, 
1986, pI 19). It must ensure that the government is able to meet its payments when it is 
running a deficit. If a government is running a deficit, then it can overcome this deficit in two 
ways. First, the government can borrow from domestic residents. This borrowing is done by 
selling financial securities, government bills, and bonds to the public. The way this is done is 
indirectly as follows: the government sells those financial securities to the central bank in 
exchange for the cash it needs to meet its deficit. In turn, the central bank undertakes an open 
market operation to sell these securities in exchange for cash. This way the public will be 
holding interest-bearing government securities but the money supply will be unchanged. The 
central bank will get back the cash it initially lent to the government through its sale of 
securities to the public. Second, the government can finance its deficit by printing money. 
The government will sell securities to the central bank in exchange for cash which will be used 
to meet the deficit. The stock of government securities held by commercial banks or the 
public (private citizens) will be unaltered, but the monetary base will be increased and at the 
same time the money supply will increase by a larger amount because ofthe money multiplier, 
(Begg, Fischer and Dornbusch, 1994, p4l 1). 
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5. Financial stabilily 
One of the roles of the central bank is to maintain financial stability. This financial 
stability involves maintaining the internal and external value of the currency and the stability 
of the banking system. The central bank is obliged as guardian of the banking system to 
provide liquidity to banks and to safeguard the system from insolvency. 
Central bank intervention in banking crises has wide monetary and fiscal implications. 
When the central bank lends to the commercial banks the process of lending expands the 
money supply. Central banks' lose through measures to subsidize ailing banks, may incur 
foreign exchange losses of banks or enterprises, or may have to take over bad assets of 
insolvent banks, (Downes and Vaez-Zadeh, 1991, p 198). If these losses are monetized, the 
result could be higher inflation. 
The government in most countries uses the central banks as a lender of last resort and 
also as equity provider of last resort to help rescue banks. 
6. Other functions 
The central bank also provides financial and general economic information to the 
financial community and general public. It should ensure also a properly functioning financial 
system in which funds flow efficiently between lender and borrower and should provide also 
an efficient and flexible national payment's mechanism. Central banks also determine the 
appropriate exchange rate for their currencies, hold a country's foreign exchange reserves, 
and maintain exchange rates control regulations, (Kitchen, 1986, p 119). A central bank also 
conducts transfers of money with foreign central banks and it acts as an agent for the 
government and the treasury. In developing countries, central banks might encourage the 
establishment and the growth of specialist institutions such as saving institutions, agricultural 
credit, or industrial finance corporations. By doing so this will benefit existing liquid 
resources and supplement the flow of funds for investment in specific fields, (Encyclopedia 
Britannica, 1977, p709). 
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Notes 
1) M-1 is Coin, currency, traveler's checks, demand deposits, and other checkable 
deposits (NOW accounts, ATS accounts, and credit union share drafts). 
The title of these organizations varies from one country to another. 
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Chapter 3 
The Islamic Financial System 
3.1 Introduction 
The main objective of this chapter is to describe the basic features of the Islamic 
financial system in the light ofthe Islamic economic framework where its principles and rules 
are driven from the Islamic Shari'ah. The Islamic financial system has its own distinct and 
unique features which distinguish it from the conventional financial system. The first section 
of this chapter is devoted to giving an overview of the principles of the Islan-dc economic and 
financial system, and presenting the goals of the Islamic financial system. Since the 
prohibition and elimination of interest is the core of the Islamic financial system then the 
second section will investigate why it is prohibited and what is the substitute for the interest 
rate. In the third section, the instruments which can be used to transfer funds from the SUs 
to the DUs in the Islamic financial system are introduced since no interest rate is allowed. In 
the fourth section the principles oftransferring funds from the SUs to the DUs are introduced. 
The fifth section is devoted to studying the Islamic financial institutions and markets. The role 
of the central bank is the subject of the final section. 
3.2 Principles of Islamic Economic and Financial System 
The Islamic economic and financial system has its own distinct and unique features 
which distinguish it from other conventional systems. Figure 3.1 shows the principles of the 
economic and financial systems which have to be taken into consideration in all the 
transactions ofthe economic and financial system in Islam. It shows also that these principles 
are taken from the main source of the Shari'ah. Islamic economic theory is not man-made 
(without reference to religion) theory like the conventional economic theory; rather it is 
wholistic'; Allah-made (Divine) economic theory or even if it is man-made it has to be under 
the rules and regulations of the Shari'ah, (EI-Naggar, 1987, pii). The main source of this 
theory is The Qur'an (which means it has been revealed from Allah) and the saying of the 
Prophet Muhammad. The main feature ofthe Islamic economy is that it is considered a share- 
economy based on different investment contracts. It is an interest-free economy when it is 
compared to the conventional economic system which is interest-oriented. The Islamic 
economic system is also considered a socio-economic system which means a combination of 
both social and economic systems. The following section will explain both separately: 
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Figure 3.1 The Economic and Financial Principles 
3.3 Distinctive Features of the Islamic Social System 
The following section will highlight the distinctive features and principles of the 
Islamic social system which affect the Islamic econonUc and financial system: 
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3.3.1 Justice and Equality 
Justice and equality are at the foundation of the Islamic economic system. Justice 
implies equal opportunities for earning and working. Justice will lead to social justice, 
political justice, justice between human beings, between individuals and institutions, and 
between nations, (Zain, 1989, p 18). Achievement ofsocial and economicjustice will lead also 
to the elimination of poverty, reduce inequalities, and accordingly all human relations will be 
builtonjustice. Islam firmly believes in social justice and welfare of human beings and is fully 
practicable. "Socialjustice is the result ofproductive labour and equal opportunities such that 
everyone can use all their abilities in work and gain just reward from that work efforf, 
(Presley and Sessions, 1994, p585). 
Equality means people should be treated equally and should have equal opportunity 
for work, earning, living, and to practice all their material life. This equality does not mean 
people should be equal in richness or poverty, rather, it means they should have equal 
opportunities of competition and co-operation with others, (Dar, 1988, p45). 
3.3.2 Brotherhood, Benevolence and Mutual Co-operation 
Islam considers all Muslims as brothers and mankind as one family. The bonds of 
brotherhood between Muslims are like parts of a building, each part strengthens and holds the 
other; or like the parts of a human body. Benevolence implies helping the needy and being 
kind to people, leading to solidarity and stronger brotherhood. 
The Islamic economic system tries to create a climate for mutual co-operation among 
all of the factors of production and the members of the society. Economic activities can be 
performed in an atmosphere ofharmony, mutual help, mutual consideration, without cheating 
and lack of confidence. Islam aims at establishing a society of Muslim brotherhood whose 
members perform all of their economic duties with mutual co-operation. 
3.3.3 Moral Values 
The entire economic structure of Islam is constructed on the foundation of morality. 
If moral values are ignored in the economic activities then the system can only work on the 
bases of selfishness, cheating, dishonesty, oppression, hoarding, gambling, smuggling, black- 
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marketing and so on, (Dar, 1988, p43). 
3.3.4 Good Treatment and Avoidance of Monopoly, Hoarding, and Deception 
Morality and good treatment are considered the base for all economic and fmancial 
transactions. To guarantee this Allah prohibited monopoly, hoarding and deception. Also, 
hoarding will make less capital available for investment which means fewer chances for work, 
less employment, less income and more economic and social problems. Capital should 
circulate by financing productive projects and investments, thus generating employment and 
added value. One of the purposes of alms giving is to discourage hoarding. Extravagance 
means more spending on luxury items, which means less capital is available to be invested for 
the welfare of mankind and the welfare of the society as a whole. 
3.3.5 Equitable Distribution of Wealth 
Islam gives complete freedom to its believers to earn as much income as they can 
within the permissible (Halal) sphere of economic earning. Different rules have been 
established concerning distribution ofwealth such as alms giving, charity and inheritance, etc. 
Islam does not want wealth to circulate among only the rich people of the society. 
3.3.6 Rational Consumption and Thrift 
Islam encourages people to work hard and to earn income and have a better social 
living but not to the level of being wasteful. Islam discourages wasteful expenditure on 
consumption and the avoidance of extravagance (Israf wa Tabdhir) and it encourage 
thriftiness spending. "Islam urges its followers to practice thriftiness in spending and 
moderation in consumption. ", (Ariff, 1982b, p294). The Qur'an describes Muslims as those 
who aim to be in the middle in all their behaviours, because balance and moderation is their 
symbol. Islam encourages simplicity and austerity which means a reduction in consumption 
spending on the whole (Rational Consumption) and at the same time encourages increased 
consumption spending by the poor section of the society who are benefiting from the 
redistribution through Alms giving (Zakah) or charity (Sadaqah). Paying zakah and sadaqah 
will lead to a more equitable distribution of income and more equitable consumption by 
individuals. 
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3.3.7 Property Rights 
All wealth is possessed solely by Allah and it is held in trust by man because he is 
considered His Vicegerent. "True Muslim looks at life as a test, and wealth as a trust", 
(Siddiqi, 1995, p 6). Allah is the absolute owner and the creator of this world. Man is only 
a trustee and has to follow the orders of the creator. "The Almighty Allah is the real owner 
of everything. Man is no more than I-fis trustee. Man in Islam is Allah's Khalifa (vicegerent) 
and representative on earth. As His trustee, man is obliged to obey the instruction of the one 
who appointed him in this capacity"', (Presley, 1988, p14). Since wealth and other natural 
resources such as land and natural materials are given in trust by Allah to man. He laid down 
precise laws, rules and regulations for using wealth and property. "Hence, property ownership 
is legitimate only if wealth is not acquired unfairly, hoarded, squandered or denied to the 
pooe,, (Mills, 1994, p90). This role requires man to fulfil certain stipulations on how income 
is spent or how wealth is utilised . Those stipulations are the principles ofthe 
financial system 
and wealth has to be employed accordingly. Capital and wealth should be directed and 
invested into permissible (Halal) channels to benefit all individuals because monopoly is 
forbidden and hoarding is not permissible in any form. 
3.3.8 Alms Giving and Charity 
Allah gifted some more than the others,, hence those who have more should share this 
gift with others in the form of zakah and charity. The owners of property or capital should 
purify their wealth or capital by paying zakah (alms giving) to the needy through the channels 
stipulated in the Qur'an. Payment of zakah will put a blessing on the residual capital and will 
help to promote more co-operation, wealth sharing and better solidarity between the 
members of the Muslim societies. At the same time the wealth owner should show his 
gratitude to Allah by paying zakah and it is considered a spiritual obligation to please Allah 
and to obey His orders. Zakah is one (the third) of the five pillars on which the foundation 
of Islam is based, payment ofzakah is considered a test ofthe believer's faith and it shows the 
strong relation between man and his creator. Thus, the capital owner will spend on charitable 
deeds as much as possible from the surplus they have after meeting their own needs and 
genuine requirements. This way they will meet their own requirements and the requirements 
and needs of other members of the society. "Here fies a built-in mechanism for redistribution 
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and equalisation of income and wealtlf', (Uzair, 1995, p2l). In addition to zakah there is 
sadaqah (charity). Sadaqah is a voluntarily payment to express man's gratitude to Allah. The 
difference between zakah and sadaqah is that the former is obligatory while the latter is 
voluntarily. The one who pays sadaqah is rewarded in this world and in the Hereafter. ' 
3.3.9 Reward for the Suppliers and Demanders of Funds 
The Islamic financial system which governs the relationship between the suppliers of 
funds, savers, or lenders (SUs) and demanders of funds, investors, or borrowers (DUs) is 
based on certain fundamental principles: first, a predetermined and fixed amount of reward 
over and above the amount of principal is forbidden for the use of capital since no one can 
guarantee profit. Second, specifying a percentage of profit or return to be paid to the 
suppliers of funds is considered injustice because this supplier of funds should be rewarded 
to the extent of his contributions of the financial capital which has been used in creating 
additional wealth notjust a nominal percentage which does not reflect this actual contribution. 
Third, the supplied funds can be invested in different productive channels through 
intermediaries in the form of risk-free loanable capital or participative capital. Fourth, the 
loanable capital (the principal) must be returned to the supplier of funds or the lender without 
any excess or premium. 
3.3.10 Prohibition of Interest Rate 
The Islamic financial system within the Islamic discipline lays emphasis on, but does 
not confine itself only to, the elimination of a fixed predetermined rate ofinterest. The Islamic 
financial system allows for the replacement of interest by return obtained from investment 
activities and operations that actually generate extra wealth. "The Islamic financial system 
cannot be introduced merely by eliminating Riba but only by adopting the Islamic principles 
of social justice and introducing laws, practices, procedures and instruments which help in the 
maintenance and dispensation of justice, equity and fairness"P (Presley, 1988, p3). The 
elimination of Riba from the economy is not a simple task because of its pivotal role in the 
conventional economic and financial system. , 
While prohibiting interest, Islam permits profit on trade transactions and profit sharing 
on investments. Profit arises from an investment of financial capital combined with 
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entrepreneurial effort. It is argued that a happy marriage between finance or capital and 
entrepreneurs in either industry or agriculture will lead to economic progress. "Capital should 
earn a profit only if it is invested in productive enterprise or in the provision of tangible 
services involving human effort and an element of risle', (Abbasi and Hollman, 1990, p36). 
The central requirement of an Islamic financial system is the replacement of the rate 
of interest with the rate of return on real activities as a mechanism for allocating financial 
resources. According to Muslims this expected rate of return should have two components, 
the first is the expected monetary return M and the second component is the social welfare 
and satisfaction (S) generated. The monetary return (M) depends on a number of variables 
such as: security, risk, maturity, and asset convertibility or what is called liquidity. The social 
return depends on the enhancement of social welfare and satisfaction for the whole society, 
specific class or just a small segment of the society. 'Tinance is viewed as merely one facet 
of social relationships and an integral part ofa wider economic system! ', (Baldwin and Wilson, 
1988, p172). 
But it is very important to emphasise that the elimination of Riba and replacement of 
it by the rate of return does not automatically convert a non-Islamic financial system into an 
Islamic system. Rather, all the sets of Islamic principles have to be adopted to have a unique 
and different Islamic economic and financial system. 
3.3.11 Risk -Sharing 
The Islamic view about loans is that, - they should 
be given or taken free of charge 
because a creditor should not take any advantage of the borrower and interest lead to some 
kind of injustice. There should be no reward without risk-bearing because the lender is not 
entitled to a reward unless he shares in the risk of uncertainty of the profit or loss of the 
enterprise. This principle is applicable to both labour and capital. Since no payment is 
allowed for labour unless the labourer performs work, then no reward is payable for capital 
unless it is exposed to business risk. 
Any investment cannot be guaranteed to be profitable so it is unrealistic to assume 
that any supplied capital will earn a positive return irrespective of use. "There is no 
justification for obliging the entrepreneur to pay interest if there is no positive return on the 
money invested. To claim the contrary, as prevalent in the interest-based system, requires 
that money capital be regarded as essentially productive of value, but this is not so. Value is 
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a market phenomenon and not an intrinsic property ofmoney capital", (Siddiqi, 1983 a, p72). 
The return to any financial capital is justified only by sharing the risks inherent in the 
production process. 
It has to be cleared out that there is a difference between risk-sharing and risk-taking. 
Wilson thinks that in the west many entrepreneurs deliberately seek out risky projects and 
ventures. While in the Islamic world very few Muslims who are risk takers and they are not 
admired for their daring, nor it is thought to have high rewards for their risk taking. In Islam 
risk taking is not considered at all virtuous, rather it is considered a reckless and irresponsible 
behaviour, and on top of all it is equated with gambling. As it is well known to Muslims that 
gambling is specifically forbidden in the Qur'an' (Wilson, 1985, p53). Actually, any risk by 
definition is considered gambling because it is an inevitable feature and it also involves 
speculation. 
Gambling is considered socially divisive because it results in feuds and hatreds 
between winners and losers. Those who lose will feel jealous of the gains made by the 
winners because it is on the expense of the former which means negative emotions between 
them. Gambling can also result in a worsening income distribution because the poor who are 
the most vulnerable and they are often the losers, in the same time they cannot afford to lose, 
(Wilson, 1985, p53). 
The Islamic objection toward risk taking is that, "it can become at best a distraction 
and at worst an obsession. Risk taking is anathema to the devout; those who actually seek 
out risk are not viewed as true believers by their co-religioniste', (Wilson, 1985, p53). 
Actually risk taking or seeking is different from risk sharing which is considered both 
legitimate and permissible. Maximisation of risk which is condemned in Islam (the aim of 
gamblers or speculators) while sharing risk will minimise it for other Muslims which will serve 
as socially useful function, (Wilson, 1985, p54). This way risk will be minimised and shared 
between the supplier and demander of funds. Participative capital shares in the risks and 
rewards of business. The degree of risk assumed by providers of capital varies from one 
situation to another. The business losses are shared by the participative capital on a 
proportionate basis regardless of the consideration of the size of exposure or terms of 
participation in profit of the individual investors. The terms of participation in the profit of 
a transaction of business can vary depending on the nature of business, the need for funds by 
the business enterprise, and the case with which participative capital can be raised from the 
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market. There is no bar or restriction on the allocation of profits between suppliers of capital 
so long as it is backed by understanding of the parties concerned and is properly documented 
through a legally enforceable contract. As a matter of principle, however, the level of 
participation in profits will have a positive correlation with the exposure as measured by the 
size as well as the duration of investment; which means the larger the share and the longer 
the period of participative capital in overall financing, the higher could be the level of 
participation in profits of that particular type of capital. 
Islamic law also prescribes transactions that involve any element of uncertainty 
(Gharar). "In order to protect one party or the other from being disadvantaged by the future 
course of events, and to restrict speculation7', (Nfills, 1994, p92). 
3.4 Goals of the Islamic Financial System 
The basic goal of the Islamic financial system in the economy is to help facilitate and 
encourage the different economic units in transforming the wealth or capital of some 
individuals and business firms (suppliers of funds or SUs) into productive investment by other 
firms (demanders of funds or DUs) in accordance with the principles of the Islamic religion. 
The Islamic financial system provides the principal Islamic means by which an economic unit 
who has wealth, capital or saved money out of current income or inherited wealth can transfer 
that to another economic unit who has productive investment opportunities and needs money 
to finance them. This is important because wealth cannot be hoarded (it is against Islam) and 
it must be invested. This transfer of money has to be done according to one of the Islamic 
modes or techniques to generate profit and to help in developing the whole economy. 
3.5 Price of Financing and Earning Rates on Financial Assets in the Islamic 
Financial System 
In the conventional financial system interest rates are considered the price of credit in 
the financial markets which is paid when any unit borrows funds. It is the cost of debt 
financing or the earning rates on financial assets. Interest is considered both a cost and 
revenue, costs for the DUs and revenue for the SUs. "rhe Islamic financial system replaces 
debt financing by equity financing, and predetermined rates of return by returns that are a 
direct function of profits"2 (Khan and Mirakhor, 1987, p 18 1). 
48 
The interest-based system is prohibited by the Islamic religion. The prohibition and 
elimination of interest are the core of the Islamic financial system with interest being replaced 
by modes and techniques which are drawn from the Shari'ah. 
According to Islam money is considered a valid claim on property when obtained 
through legal means such as: work, exchange, gift, or inheritance. In the case of monetary 
loans which are considered temporary transfers ofproperty rights all that the owner can claim 
is the repayment of his property rights and no more since any excess cannot bejustified under 
any of the legitimate categories of the property rights. "Interest on money lent represents an 
un . ustiflable creation of instantaneous property rights. It is unjustifiable because interest is 
a property right claimed outside the legitimate framework of individual property rights 
recognised by Islam, and instantaneous because as soon as the contract for lending upon 
interest is concluded, a right to the borrower's property is created for the lender, regardless 
of the outcome of the enterprise for which it is used", (Mirakhor, 1988, p93). The just price 
of a loan is defined as the exact return of the principal and no excess on the principal in any 
form otherwise it will be illegal income or gain without effort. "Islam enjoins its followers to 
strive for their living and not to live on the toils of others. The very spirit of Islam is against 
living by owning without working. Seen in this light, interest resembles unearned incom6", 
(Ariff, 1982b, p295); or in the words of NElls: 'Tor an exchange of money and/or goods to 
be legitimate, either party should receive an advantage without giving an appropriate counter- 
value", - 
(NElls, 1994, p94). 
In Islam interest is considered a financial gain without effort. Since the money lent is 
used to create additional wealth then the lender should be entitled to a just fractional return 
not just a small, fixed fraction only which is donated by the interest rate. Justice requires that 
the individual should be remunerated to the extent of the involvement of his financial capital 
in creating any additional wealth in the form of profit not interest. Lenders are not permitted 
to derive income from the work of others because the lender is not making any sacrifice and 
is facing only minimal risk. In short, interest is considered "unearned income" which will lead 
to inequalities ofwealth and the result will be social divisions, Mlls, 1994, p80). This means 
interest will accrue to those with surplus wealth and coming from those without wealth which 
will make the rich richer and the poor poorer. Lending with interest will break economic and 
social solidarity. "Interest is seen as an enemy of social solidarity or brotherhood", (Ahmad, 
1947, p42). It is asserted that lending with no interest will generate a close relationship 
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between borrower and lender both socially and economically which is the principle of 
brotherhood. 
When the supplier of funds charges interest as a price for their lending, this represents 
an unjust allocation of risk between the supplier and demander of funds, because no real 
investment project under competitive conditions can be guaranteed to make a gross profit to 
cover all the costs including interest. Interest will give the supplier of funds or the lender 
immunity from the potential for loss that the demander of funds or the borrower faces, and 
at the same time it would be a penalty upon entrepreneurial or demanders of funds initiative. 
According to Islarn the risk of a loss should be shared between both the suppliers and 
demanders of funds in the form of profit and loss sharing arrangements. If the providers of 
finance or suppliers of funds are to share in the rewards, it is only fair that they share in the 
risks. Indeed, a return to capital is only legitimate if ownership responsibilities and risks are 
retained by the supplier, as in a partnership or rental agreement. "Indeed, a return to capital 
is only legitimate if ownership responsibilities and risks are retained by the supplier, as in a 
partnership or rental agreement", (Mills, 1994, p8l). Capital by itself is not productive 
without entrepreneurial input and profit is only legitimate if effort and/or risk has been 
involved in its acquisition. (Presley and Sessions, 1994, p586; Zaidi, 1986, p38; Uzair, 
1978, p5). Also Ariff says: "Capital itself is not productive, and it is the application ofhuman 
effort to a stock of capital which generates output and income. The reward for capital, then, 
cannot be legitimately fixed in advance, unlike interest rates, but can only be detern-fined in 
retrospect", (Ariff, 1982b, p295). 
Both the profit and the risk of a loss should be shared between suppliers and 
demanders of funds in an agreed proportion determined in advance. Hence in the Islamic 
financial system the expected rate of profit or return will influence the market not the interest 
rate. In the conventional system the interest rate changes according to the supply and demand 
for loanable funds, changes of prices for goods and services, and inflation or deflation. In the 
Islamic financial system the expected rate of return depends on the feasibility, soundness, and 
the importance of the projects, unlike the conventional system. 
3.6 Islamic Financial Instruments 
The definition of a financial instrument is: "A certificate representing a common share 
in a fund for investing and making a profit, issued by the body handling this investment or the 
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body acting on its behalf, which provides for its negotiation and conversion into liquid money 
when required", (Sarker, 1996, p3). 
According to Islam, money is considered mainly as a medium of exchange and it is 
supplied only by the government in the form of coins and paper currency and never created 
by the banks by using the multiplier principle and fractional reserve system to create money. 
The creation of money by the banks is not acceptable. Islam emphasises justice and the 
creation of money from somebody's else money is considered injustice. The reasons are: 
first, when an individual or firm deposits money at a conventional bank then it is considered 
a trust. No one has the right to use somebody else's trust without his authority. Second, 
lending money according to Islam has some rules and regulation to follow. One of these 
regulations is that the lender has to be an owner or a trustee of the money which has to be 
lent. Third, the creation of money will give the commercial bank more profit, this is 
considered illegal because the bank is utilising depositors money and is getting all the profit 
without any return to the actual owners of the money. Fourth, the return to the bank will be 
in the form of a service charge or giving the bank an authority for using that deposit for short- 
term use. The profit or return can be for the bank in this case. 
Debt as it is used in the conventional system is not pennissible by Islam too because 
all its forms have prefixed interest rates which are forbidden by Islam. A bond represents 
debt; its holder is a creditor and its issuer a borrower. It is also evidence of a debt on which 
the issuer (borrower) usually promises to pay a specified amount of interest for a specified 
period of time, and usually to repay the principal on the maturity date. Returns from an 
investment in a bond generally come from two sources: the first source is the size of the 
discount at the time of the purchase of the bond. The second source is the periodic interest 
payment based on the coupon rate. The first source of earning is a legitimate source of 
earning according to basic principles of trade in Islam because the price is determined by the 
market forces as in normal trade. The second source of earning (the interest income) is fixed 
and predetermined, so it cannot be acceptable to Muslims. Moreover, as a bond is a debt 
instrument to the issuer and considered a fixed obligation, the bond holder does not share the 
losses of the debtor. The bondholder can force the liquidation of the corporation to recover 
his investment. Because of these features, investments in bonds is not appropriate for 
Muslims, (Zaman, 1986, p137). 
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Stocks are shares in the ownership or equity of a corporate business. There are two 
kinds of stocks, common stock and preferred stock. Since preferred stockholders receive a 
fixed rate of dividends on their holdings, and there is no difference between a fixed rate for 
a dividend and an interest payment, then this fixed nature of the dividends makes their 
investment income akin to usury. This makes it desirable to avoid investing in preferred 
stocks, (Zaman, 1986, p 13 6). While investment in common stocks is permissible because the 
return (the dividends) on common stocks is neither fixed nor guaranteed and their dividend 
income rises and falls with the fortunes of the company. Also, stocks are acceptable by 
Shari'ah as long as there is sharing in profit and loss between the shareholders and no specific 
percentage of the capital is to be paid to the shareholders. 
The Islamic financial system is equity oriented and it encourages participation, co- 
operation, equality, andjustice in all its operations for the welfare of the whole society. From 
this, it can be concluded that bonds are not allowed because it has pre-specified interest rates 
which have to be paid annually, but stocks are permissible in all its forms (except preferred 
stocks) such as ordinary shares or any kind of certificates which are considered claims to 
assure their rights and participation. There are different modes or techniques which can be 
used in the Islamic financial system to transfer money from the surplus units to the deficit 
units by using the form of shares or certificates if the instrument is stock. If money is used 
in the transaction as liquid money or demand deposits then receipts will assure the transaction. 
In short, money and stocks are the instruments of the financial system to be used according 
to the Shariah by using one of the modes or techniques which is allowed by Islam. This will 
be discussed in the following section. 
3.7 Modes and Techniques of Islamic Financial System 
Islamic financial instruments are not classified as short,, medium, or long-term 
investment as in the conventional financial system, rather, they are classified according to the 
nature of the investment itself. In Mudarabah, for example, it is classified according to the 
duration of the project, and the whole deal should be liquidated first for the realisation of the 
profits or losses. The Musharakah mode of financing can be treated according to different 
considerations. For example, if it is permanent then it can be treated as a long-term 
investment. If it takes the form of projects or decreasing participation then it can be treated 
as medium-term investment. The Sulum mode of financing by its nature is classified as short- 
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term investment, (Sarker, 1996, p3). 
The basic modes and techniques of Islamic financial system involve different forms of 
participation. Some of these techniques were prevalent in the time of the prophet and his 
ancestors; other techniques have emerged recently to meet contemporary financing 
requirements within the Islamic rules. These techniques will be discussed in detail in 
Appendix I. In this section, a very brief review of the various instruments which are used 
under the Islamic Shar'ia is given. These modes or techniques will be grouped under three 
main categories: investment modes of financing; sale and trade related modes of financing; 
and loan oriented modes of financing. 
3.7.1 Investment Modes of Financing 
These kinds of investment can be grouped under the title of profit and loss-sharing 
(PLS) modes of financing or techniques. These modes include Mudarabah, Musharakah, 
Muzara'ah, and Musaq'ah (4M)2. The first mode is primarily considered a partnership 
arrangement in trade financing and projects. The second mode is involved in commercial and 
industrial sectors while the last two can be used in the agricultural sector. Table 3.1 shows 
a comparison between these four techniques and typical venture capital operation in the 
conventional system. The reason to compare PLS modes to venture capital is the similarity 
between it and the PLS techniques. Venture capital is a relatively new financial instrument 
which generally carries a high risk and high gain feature. 
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Table 3.1: Comparison Between PLS and Venture Capital 
Conventional Islamic (PLS) 
Description Venture Capital Mudarabah Musharakah Muzaralah and ' Musaq ah 
Sources of Funds 1) Wealthy 1) Wealthy individual 1) Wealthy individual 1) Wealthy 
individual investors. investors. individual 
investors. investors. 
2) Loans from small 2) Islamic banks. 2) Islamic banks. 2) Islamic banks. 
business 
companies. 
3) Traditional banks 3) Islamic financial 3) Islamic financial 3) Islamic financial 
purchase equity of institutions. institutions. institutions. 
VC Firm's shares. 
4) Pension funds 4) Any fim or 4) Farmers 
investment. company. 
- Uses of Funds 1) Purchasing shares 1) Invest the supplied 1) Invest the supplied 1) 
in 
vest the supplied 
in small fix= and funds in projects. funds in funds in 
becoming a productive agriculture sector 
partner in the commercial and only. 
small firm. industrial 
activities. 
Management 1) At the beginning 1) By the 1) All partners will 1) The land owner 
the VC company entrepreneurs enjoy equitable supplies all the 
will share in the only. participatory equipment needed 
management. proprietary and and seeds, and the 
managerial rights tenant share his 
and sharing all work, effort, scale, 
liabilities and and labour only. 
accountability in 
equitable 
proportion. 
2) Later the VC firm 2) The suppliers of 2) The land owner 
interferes in the fimds have no role in has nothing to do 
management only the management of with the 
if a crisis situation the enterprise. They management of the 
develops. are capital suppliers agricultural 
only. project. 
Kinds of Investment 1) Usually high- 1) Any commercial 1) Any commercial 1) Agricultural 
technology and industrial and industrial Investment. 
industrial firms. enterprises or enterprises or 
I projects. projects. 
/continued 
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Conventional Islamic (PLS) 
Description Venture Capital Mudarabah Musharakah Muzaralah and l Musaq ah 
Duration and 1) Till the new 1) Short, medium, 1) Short, medium, 1) Short 7erm- 
Market product is and long-term and long term investment in an 
marketed with investment. investment, but it agricultural sector 
success, the is more convenient only. 
company then for long term 
goes public; industrial 
(typically 4 production and 
years+). commercial 
activities of longer 
duration. 
2) After that VC 2) It depends on the 
company sells the kind of enterprise 
shares it owns. project and 
investment 
3) It is a long term 
investment. 
The Concern is 1) Ile management 1) 11ighly skilled 1) Active partners. 1) The skill of the 
about team. management farmer or tenant. 
teams. 
2) The product itself. 2) The product itself 2) The product has to 2) Fanning 
has to be permitted be permissible by permissible food 
by shari'ah. shari'ah. only. 
3) The product's 3) The expected rate 3) The product's 3) 1he product's 
potential of return or profit. potential potential 
marketability. marketability. marketability. 
4) The expected 4) The expected 
profits. profit. 
Profit 1) Again of 250- 1) The ratio in which 1) Profits will be 1) The output or the 
300% over the profits are divided according produce has to be 
initial capital distributed is fixed to the kinds of shared according 
invested is and predetermined Sharikah either in to an agreed ratio 
considered to be and known in an equitable or which is fixed and 
normal in the VC advance to both the equal ratio or in predetermined and 
Industry. supplier and proportion to their known in advance 
demander of funds. shared capital. to both the 
landowner and the 
tenant farmer. 
2) A profit of 20/80 
ratios is utilised. 
Loss 1) The loss is borne 1) Capital provider 1) In proportion or to 1) Landowner loses 
by the capitalist loses his capital their shared the cost of 
partner, the and capital-user capital. equipment and 
entrepreneur goes losses his labour seeds. 
unpaid for his and effort. 
effort. 
2) A large 2) The tenant farmer 
probability of loses his effort and 
small loss in the labour. 
first two years of 
operations. 
/continued 
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Conventional Islamic (PLS) 
Description Venture Capital Mudarabah Musharakah Muzaralah and ' Musaq ah 
Risk 1) High- risk 1) Ifigh-risk projects 1) The risk this 1) The risk it carries 
projects. and enterprises partnership carries is only business 
is the normal risk and risk of 
business risk, natural disasters. 
general economic 
risk, inflation and 
disinflation risk, 
purchasing power 
risk and project 
risk. 
2) It is less than 
Mudarabah risk. 
Gain and benefits 1) It enhances 1) It enhances 1) It enhances 1) It enhances 
entrepreneurship. entrepreneurship. industrialisation agricultural 
and productivity. production. 
2) Generates 2) Generates 2) Generates 2) Generates tenants' 
employment and employment. employment. farmers. 
tax revenue. 
3) Helps to introduce 3) Increase growth 3) Increase growth 3) Increase growth 
high technology. and development. and development and development 
in agricultural 
sectors. 
4) Better distribution 4) More co-operation 4) More co-operation 
of income and between between 
profit. individuals and landowners and 
business firms. tenants farmers. 
General Goal 1) Profit-and- loss 1) PLS in small-scale 1) PLS in longer term 1) PLS between a 
sharing enterprises or projects or landowner and 
institutions. projects. enterprises. tenant for 
cultivating the 
land on a product- 
sharing basis. 
The main role 1) VC company acts 1) The suppliers of 1) It is a form of 1) It is a 
as an agent for capital and the user partnership where sharecropping 
those who invest of capital two or more arrangement by 
their savings in (entrepreneur) are persons combine which the 
the company and partners and will their capital, landowner allows 
assumes the role share in profit and labour, and credit a tenant to 
of an investor loss. worthiness cultivate a plot of 
when it starts to together to share land with both 
finance small- the profits and parties sharing the 
scale loss. harvest at the end 
entrepreneurs. of the season. 
2) In short it is a form 
of corporation. 
/continued 
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Conventional Islamic (PLS) 
Description Venture Capital Mudarabah Musharakah 
Muzaralah and 
Musaq'ah 
Success or failure 1) The 1) The entrepreneurs. 1) The feasibility of 1) Skill of the tenant 
depends on entrepreneurs. the project or or farmer. 
enterprises. 
2) The expected rate 2) Availability of 
of return. irrigation. 
3) Know how of the 3) Nature. 
partners in the 
management, 
Conditions 1) Shun the fixed- 1) Mainly prohibits 1) Prohibits interest 1) Encourage co- 
interest rate interest rates. and encourages operation. 
policy. dividends and 
profit. 
2) For more details 2) For more details 2) For more details 
see appendix I see Appendix L see Appendix I. 
Role of the Bank 1) Banks purchase 1) Islamic Bank 1) It works as a 1) It works as an 
shares of VC should act as an partner in the agent only 
equity. agent only except project or between the 
if it has the enterprise. landowners and 
authorisation from the tenants 
the investors to act farmers. 
on their behalf. 
a) Mudarabah Mode of Financing 
This is a financing technique in which the capital-owner (financier) provides the fund 
or the necessary financial capital to the capital user (entrepreneur) who invests that fund in 
a productive activity or in providing the human capital needed for successful performance 
activity. It is a contract in profit sharing with one party providing the financial capital and the 
other party providing the human capital under the condition that the profit will be shared by 
both parties (suppliers and demanders of funds) in an agreed proportion in advance; if there 
is any loss then the capital-owner or suppliers of the fund will bear the loss and the capital- 
user loses his labour. "The willingness to bear the risk of loss justifies a share in the profit for 
the finance-provider", (Khan, 1995, p8l). The supplier of funds risks the loss of his fund 
while entrepreneur risks his time, effort, labour and his expected share in the profits, 
(Mirakhor, 1992, p146). This mode of financing is convenient for trade financing and 
projects. It is considered the most risky instrument and can be used for all terms (short, 
medium, and long) of investment. 
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b) Sharikah or Musharakah Mode of Financing 
Sharikah. or Musharakah means working together, enjoying equitable participatory 
proprietary and managerial rights and sharing all liabilities and accountability in equitable 
proportions. Musharakah financing is a partnership contract and it is one ofthe most popular 
means of financing in both commercial and industrial sectors. Musharakah financing has been 
generally avoided on the presumption that it is an economical non-viable (high risk) 
instrument. But the experiences of Islamic banks in Sudan and Iran disproves this 
proposition. Rather, it testifies to the relevance of Musharakah Financing as a tool for rural 
development and development of the poor sections of the population (New Horizon, 1996, 
p17). Hasanuzaman (1972, p319) says: "It is a form of partnership where two or more 
persons combine their capital, labour, or credit worthiness together to share the profits and 
lose'. Profits are allocated according to an agreed proportion while the loss is borne by the 
partners in proportion to their contribution to the capital. It is a conscious co-operation 
between two or more persons arising out of free consent and in mutual interest to achieve 
predetermined and mutually agreed goals toward which they must work collectively, 
contribute to collective effort in equitable proportions and share the results, success or 
disaster, in proportions commensurate with their respective contributions to collective effort, 
(Ali, 1986, pp72-73). 
This mode of financing is suited to both private and public companies. It can be used 
in commercial, industriA trade, and all legal enterprises. Musharakah takes different forms, 
either equity in a firm or project type or particular line of activity within an enterprise. It can 
be used in financing projects of short, medium, and long-terms periods. Perhaps the best 
method of Musharakah financing in a modem financial context is through Islamic banks. 
Because the banks have the resources to build up diversified Musharakah portfolios, they are 
able to engage in such financing at much lower risks to themselves, (Wilson a, 1995, p 10). 
c) Muzara'ah and Musaq'ah Mode of Financing 
These techniques are known to be agricultural financing techniques. They are similar 
to Mudarabah (described before) with the difference that here it is the output which has to be 
shared not the profit as in the case of Mudarabah, (Khan, 1995, p82). 
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3.7.2 Sale and Trade Modes of Financing 
Sale and trade have been described as the most liked profession for human beings. 
There are many rules and regulations for the operations of sale and trade in Islamic Law. 
Mark up, and bay'e al sulum. based techniques have an important role to play in the Islamic 
financial system, and give an added flexibility to the Islamic economy to run the financial 
system more efficiently and conveniently. 
a) Murabahah Mode of Financing 
Under this mode, the finance-provider (SU) purchases the required goods and sells 
them to the party which needs that commodity (DU) on the basis of a fixed mark up profit. 
This mark up includes reward for the services provided by the finance-owner such as seeking 
out and locating and purchasing the required goods at the best price. Murabah or Trade 
finance is the simplest to compute. Instead of lending money to customers for purchases of 
raw materials or capital goods, Islamic Banks or financial institutions acquire the items for 
themselves and resell to the customer at a higher price. The mark up usually will be 
equivalent to the rate customers would pay elsewhere for conventional financing, (Schwarz, 
1992, p45). It is more convenient to be used in short-term transactions for purchasing raw 
materials for industrial establishments and foreign trade, (Khan, 1995, p84) and it is 
considered the least risky technique of financing. For this reason it is the most widely used 
technique in the Islamic financial system. Table 3.2 shows a comparison between mark up in 
the conventional and Islamic systems. Under the Murabahah mode of financing, the financial 
claim (IOU) which will emerge is of fixed value not subject to negotiation. Since the buyer 
under this mode is going to receive real goods then the IOU created by Murabahah is liquid, 
(Siddiqi, 1995, p8). 
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Table 3.2: Mark up Comparison Between the Conventional and Islamic 
System 
- 
Description Mark up Sale Murabahah 
Reason for Use 1) To have income over the purchasing price to th 1) Advancing the goods, materials, or e 
cover the cost and have some gain and profit. equipment (physical assets) to the DUs when 
needed instead of providing liquid assets. 
Risk 1) Very low risk. I) Very low risIL 
Conditions 1) The buyer does not have to know the mark 1) The buyer has to know the purchase price and 
up or the profit. the mark up price (profit margins) separately 
then the total price of the goods. 
Advantage 1) Profit and gain. I over comes the payment of interest when 
fimds are needed for purchases. 
Rate of Return iTGuaranteed and known. 1 Guaranteed and known. 
b) Sulum Mode of Financing 
This technique is used in the agricultural sector. Under this mode the producer can 
get finance against the sale of his agricultural produce before the produce is actually available. 
It can also be used for any products whose quality and quantity can be fully specified at the 
time the contract is made. The price and the quantity of the produce will be determined at the 
contract time, and it will be fixed by the finance-provider by making a guess about the price 
at which he will be able to dispose of these goods in the market after delivery. The rate of 
return will be unknown till the produce is delivered to the financier and disposed by him, 
(Khan, 1995, p83). This technique is more suitable for development financing. 
c) Bay'e and Bayle Al-Ajjal Mode of Financing 
This refers to a normal sale and a sale against deferred payment (either in a lump sum 
or instalments). Baye AI-Ajal does not need to have any reference to the profit margin that 
the supplier may earn. Its essential element which distinguishes it from a normal sale is the 
deferred payment without including any extra charges for the deferred payment. Rather the 
price of the product both the buyer and the seller will agree on it in advance. There is no 
difference in the application of this technique between the conventional and the Islanfic 
system. 
d) Ijara wa Ilktina'a Mode of Financing 
This is a financing technique where financing can be done on the basis of renting or 
leasing. Under this technique one party with scarcity of funds can approach another party 
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with surplus funds to fund the purchase of a productive asset. Here the financier who has the 
surplus funds will purchase the asset and rent it to the one who needs the asset. The 
advantage of renting or leasing is the use of the asset without incurring the huge capital 
investment necessary if it were purchased. There are some conditions which have to be 
fulfilled under this mode of financing. The financier or the owner of the asset is not entitled 
to earn a fixed and predetermined return on his capital or finance. "The actual rates of return 
on this capital remain undetermined and will be known only on an expost basis. It is very 
convenient for development activities in both private and public secton? ', (Khan, 1995, p82). 
Table 3.3 shows a comparison between leasing in the conventional and the Islamic systems. 
3.7.3 Loan Modes of Financing 
Borrowing and lending in Islam should be done on a very limited base for the reasons 
which will be explained in the following section. There are several modes which can be used 
for lending: 
a) Qard Hasan Mode of Financing 
This kind of loan is called a benevolent loan, and it is made without a collateral 
requirement. It helps in expanding the society's economic base and increases the feeling of 
mutual-co-operation and elimination of exploitation. Unfortunately it is used on a very limited 
basis because it does not have a direct return or profit to the lender. Qard Hasan is 
considered relatively simple and inexpensive to administer. It is also a symbol of Muslim 
solidarity and an innovative method of development financing. "This Qard Hasan will offer 
Islamic Banking the potential to succeed in an area where many other agencies and 
governments have failed", (El-Naggar, 1987, p4l). This kind offinancing is more commonly 
used in Islamic development banks to enhance and encourage development. At the same time 
it might be used in the commercial Islamic banks for very short terms projects. 
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Table 3.3: Leasing Comparison Between Conventional and Islamic system 
Description Conventional Islamic 
Economic Role 1) Supplement to the existing forms of 1) Form of financing. 
financing. 
2) Accelerate investment in the 2) Substitute to loan firuincing. 
industry. 
Goals and Purpose 1) Hire goods and services. 1) Permission of usufruct of real goods 
and services. 
VJnd of Contract 1)'Ibc leasing companies lease objects 1) Leasing is a contract between two 
or real goods to specified partners parties. 
for a fixed period of time. 
2) The lessor will give a permission to 
the lessee to utilise the services of a 
real good or the benefit of a service 
for a specified time. 
Object to be I-eased 0 Any goods or services can benefit 1) Any goods or services can benefit 
the lessee can be leased. the lessee can be leased. 
2) Goods which n-dght perish while 
benefiting their usufruct cannot be 
leased. 
Reason for Using I)An alternative source of funds to 1) An alternative source of funds to 
long-term debt financing to use an long-term debt financing to use an 
asset. asset. 
2) The DUs meet their demand from 
SUs without getting loans and 
involving in interest 
Advantages I) The lessee can use the asset without 1) The lessee can use the asset without 
having to buy it. having to buy it. 
2) It accelerates growth and 
development without buying the 
assets. 
Time and Duration 1) Two years or more. 1) Medium to long term contracts. 
2) Five years on the average. 2) The length of time or duration of 
the contract has to be well known in 
advance to SU and DU. 
Size of the Enterprise 1) Mostly major corporations because 1) Small firms and large corporations 
large amounts of funds are required. because large funds are required 
and it is a substitute for loans to 
purchase an asset. 
I, essee 1) Mainly business firnis. 1) Mainly business firms. 
Charges and Payment 1) The lessee is required to pay the 1) Negotiated fees. 
amount equivalent to the purchase 
price of the objects, interests 
accrued and commission at fixed 
intervals. (Similar to instalment 
repayment of loans payable). 
2) Percentage of cash flow. 
Risk 1) In the operating lease the lessor 1) The total risk is on the lessor. 
carries the risk of the asset. 
2) In the financial lease the lessee 2) Risk is up to the extent of the 
carries the risk. capital and the opportunity cost 
I associated with that capital. Certainty of the Rate of Retua 1) Complete certainty. 1) Complete uncertainty. 
Cost of Capital 1) Fixed and predetermined. 1) Fixed and predetermined. 
/continued 
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Description Conventional Islamic 
Conditions and Obligations 1) Periodic payment (monthly or 1) The services and the benefit the 
quarterly) asset will provide should be clearly 
known to both parties. 
2) Agreement on the maintenance. 2) The leasing contract will terminate 
if the asset ceases to give the 
service for which it was rented for. 
3) The lease may be cancellable or 3) If the asset is damaged during the 
noncancellable. period of the contract, then the 
contract will be cancelled. 
4) An operating lease is cancellable 4) The asset will remain under the 
while a financial lease is ownership of the lessor, he is 
noncancellable. responsible for its maintenance so 
that it gives the service it was 
rented for. 
5) An operating lease is relatively for 5) The financial lease is not 
short-term. permissible because it is similar to 
debt financing which charges 
interest. 
6) A financial lease is for longer-term. 6) The asset cannot be sold to the 
lessee at a predetermined price at 
the expiry of the contract. The 
price has to be determined when the 
contract has expired. 
b) Interest-Free Loan Mode of Financing 
This technique can be used by financial institutions to extend loans to their clients or 
members. In this case the lender is allowed to charge the cost that may have to be incurred 
by the lender in making the loan available to the borrower. This charge is called a service 
charge (Ju'ala) and it is different from profit or interest, (Khan, 1995, p80). Table 3.4 gives 
a comparison between loans in the conventional and the Islamic system. This seems not 
practical, but for strong Muslims believers giving 'free' loans is seen as bringing benefit and 
return in the Hereafter 
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Table 3A Comparison Between Loans in the Conventional and Islamic 
Systems 
Description Loan in the conventional system Loan in the Islamic system 
Supplying of funds. 1) A sum ofmoney borrowed from the bank at 1) A sum ofmoney borrowed from the bank or any 
interest. individual at interest free. 
Using of funds. 1) Very widely used. 1) Used a very limited base. 
Return I) The principal plus the interest rate has to 1) Only the principal has to be paid. 
be paid. 
Advantage/ I) The supplier of funds will have all the 1) Expanding the society's economic base. 
disadvantage benefit. 
2) The demander of flinds might be worse off 2) Mutual co-operation. 
than before lending if things go wrong 
because he has to pay the principal and the 
interest. 
3) Regarded as creating a bad distribution of 3) Elimination of exploitation. 
income and wealth. 
4) Enhance and encourage development. 
5) A symbol of brotherhood. 
6) The supplier of funds will have rewards in the 
Hereafter. 
7) The demander of funds will overcome his 
needs without a cost. 
Administration 1) Complicated and expensive to administer. 1) Simple and inexpensive to ýdminister. 
c) Rahn Mode of Financing 
Rahn (pledge) is depositing an asset such as a mortgage and getting a loan in return. 
Anything that can be sold, can be mortgaged. A pledge is also used to make a property a 
security in respect of a right claim. In case of default then the payment may be taken ftorn the 
value of the property. Its application is the same for both the conventional and the Islamic 
system. 
d) Ariy'ah Mode of Financing 
Any property that a person borrows for using gratuitously is a trust in his hands and 
he becomes the owner of the benefit without giving any payment to the owner. When the 
lender demands the property lent for use, the borrower must immediately return it. 
The first two techniques can be used on a very limited base and the last two techniques 
are very rarely used in the contemporary financial system; it is mentioned here only to give a 
full coverage of all the techniques which can be used in the Islamic financial system. 
Lending in Islam is allowed only for urgent needs. ' No reward whatever is allowed 
to be sought in return for lending. This means money cannot earn money by itselfrather there 
has to be a marriage between money as financial capital and human effort, skills, and 
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management. In the Islamic financial markets loan-certificates can be floated ifit is absolutely 
necessary for the enterprise. The principles governing such loans are: interest-free loans can 
be taken only when it is absolutely needed. Lending contracts should be clearly written down 
to specify the amount of loan, time duration, form of payment, the amount to be paid if it is 
on an instalment basis or on a lump sum, witnesses and so on. In Islam, it is possible to grant 
loans against proper security. Thus, mortgaging of property as security for the payment of 
debt is allowed, and the mortgagee is allowed to derive benefit from it within the framework 
of the Shariah. The debtor has to make every sincere effort to repay the loan. Islam does 
not justify deferring payments without valid reasons. 
There is limited scope for securities based on interest-free loans. Looking at the 
conventional financial system one finds that financial leverage is widely used which means 
more use of debt financing. The main advantage ofborrowing funds as opposed to increasing 
equity is that the increasing ofthe return on equity and profit can be enhanced. The reason for 
discouraging borrowing and lending in Islam is so as not to use others' funds or capital taking 
advantage of it to create more gain without working for it. This mean the Islamic financial 
system is equity-oriented not loan-oriented. ' 
3.8 Islamic Financial Institutions 
Islamic financial institutions are those institutions established with the emergence of 
the Islamic economic and banking system within the last few decades to promote, foster, and 
develop the application ofIslamic principles and laws in all financial transactions, banking, and 
related business. These institutions either work as entrepreneurs themselves by engaging in 
business activities (direct financing) or act as intermediaries between capital-suppliers and 
entrepreneurs (capital-demanders). Both direct and indirect systems of financing are used in 
the Islamic financial system. Looking at the conventional financial institutions or 
intermediaries in Chapter 2, it was found that these institutions accept savings from SUs and 
in return SUs acquire claims against intermediaries and expect some return in the form of 
interest or cash dividends as a reward for entrusting savings to the financial intermediary. 
Intermediaries in turn make investments or give loans to the demanders of funds and charge 
interest on them. Islamic financial institutions serve as intermediaries to facilitate the transfer 
of funds from surplus to deficit units. Suppliers of wealth are either individuals, firms, or 
government organisations who have capital and want to invest to have some gain in the form 
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of a profit instead ofhoarding and paying zakah. The deficit units are either individuals, firms, 
or government organisations, who have skills, land, labour, or some capital but not enough 
for the investment they wish to undertake. Asa consequence, they share with those who have 
capital to conduct business and to share profit. This sharing takes either the form of 
investment modes of financing (PLS), sale and trade modes of financing, or loans. Islamic 
financial institutions or intermediaries are mostly equity-oriented rather than debt-oriented. 
Under the Islamic financial system the suppliers of funds are partners with the 
demanders of funds. This means they are considered part-owners of capital and must share 
in the risk of the enterprise. Thus, they should be entitled to receive a share of the profits of 
the firm or the activities of the entrepreneurs. The partner is liable for a debt to the extent of 
his share of investment and receives dividends only when a profit is earned, which is 
permissible by Islam. In the conventional system, a creditor who is considered a debenture 
holder, does not share in the risk, but he claims interest irrespective of the profit or loss of the 
enterprise. The only risk the creditor carries is the extent of the borrower's solvency. In the 
Islamic financial system the capital-owner when he lends money or shares his capital with an 
entrepreneur, has to know about the enterprise he is going to invest in, and the kind of 
operations and the activities of the entrepreneurs. He has to share in the risk in order to be 
entitled to a profit and does not claim interest because it is forbidden and considered illicit by 
the Islamic religion. 
These Islamic financial institutions are divided into two groups as under the 
conventional system: depository financial institutions and non-depository financial institutions. 
In the following section their role in the economy is discussed. 
3.8.1 Depository Islamic Financial Institutions 
Depository Islamic financial institutions play an important role in the Islamic financial 
system because they deal with every type of surplus and deficit unit in the economy. These 
depository institutions in the Islamic financial system have no role in the money supply 
process as with the conventional depository institutions because any deposit they have is not 
subject to a fractional reserve requirement; it is subject to 100 per cent reserve (the 100 per 
cent reserve requirement will be discussed under the central banking section in more detail). 
Their activities are participating, trusteeships, or service oriented and not lending-investment 
activity. 
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Under the conventional financial system, the depository financial institutions are 
divided into two types of institutions; banks and non-bank financial institutions. But under 
the Islamic financial system the depository financial institutions are of only one type (the 
commercial banks), admittedly under different names and titles; but most of the time they 
perform more activities than conventional banks embracing also trading and development 
activities. 
Banks in the Islamic financial system are financial intermediaries as in the conventional 
system and they act as administrators of the economy's payments system. "Islan-dc banks act 
as financial intermediaries, mainly in a trust function, as well as administrators of the 
economy's payments and transfer system. While conventional banks exploit market 
imperfections (surplus, deficits, information, transaction, cost, search and acquisition, financial 
claims, etc. ) solely to obtain maximum results for the benefit of their shareholder. Islamic 
banks maintain a greater balance between the interests of investors, shareholders, users, and 
the whole society. This is because they aim to contribute to socio-economicjustice within the 
framework of its functions of financial intermediatioif', (Parvez, 1991, p 17). 
The primary function of the Islamic banking system is to serve as an intermediary 
between surplus units (suppliers of funds) and deficit units (demanders of funds) under the 
condition that the suppliers of funds have to know where and how their funds are to be 
invested and what is their share of profit or return. In the conventional banking system the 
suppliers of funds do not know in what project or enterprise their capital has been invested 
and what is the rate of return or profit of that project. 
The relationship between Islamic banks and their commercial borrowers or users of 
funds is not a relation of creditor-debtor rather it is a relation of participation in risks and 
rewards by suppliers and demanders (users) of funds. "The role of Islamic financial 
institutions is also to contribute toward equity rather than simply providing credit facilities. 
Islan-dc banks are considered as investment institutions rather than purely financial 
intermediariee', (Abdi, 1989, p43). 
The Islamic Bank can work both as an intermediary and entrepreneur which means it 
can use direct and indirect financing. "The fundamental difference between Islamic banks and 
conventional banks is that conventional banking is all about intermediation while Islamic 
banking concerns direct investment. Conventional banks invest depositors' money at their 
own (the bank's) risk, while Islamic banks invest depositors' money on the depositor's behalf 
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thus exposing the latter to direct risk. By good management, Islamic banks should diversify 
the risk in order to yield a higher return to their investors compared with the conventional 
banks return on deposite'.. (Malaika, 1994, p13). While ordinary business institutions are 
likely to place profit as their primary objective, Islamic banks have to incorporate both profit 
and morality into their objectives, (Haron, 1996, p7). In Islam no financial transaction can 
take place without observing ethics and morality. 
Muslim economists have proposed and developed different models ofislarnic banking. 
All of these models agree that there has to be two main accounts: the first is the current 
account and the second is the investment account. In general the Islamic principle has to be 
applied in all transactions the bank undertakes. Concerning the current account (demand or 
transaction deposit as in the conventional banking system) the Islamic bank has to handle the 
deposit by the customers in this account as a trust. This deposit is considered Amanah (trust) 
and the bank will be Ameen (trustee) on the deposit so it has to have a 100 per cent reserve 
requirement because deposits are payable on demand, without notice given to the bank. The 
bank is not the owner of the deposit, so he does not have the right to use it for lending or 
investing without any authorisation or delegation. The depositor has a choice ofjust saving 
his fund in the bank as Amanah for short or long term or to give the bank the authority to use 
it. The bank may use these funds in its business operations under the following conditions: 
first, the depositor will give the bank authorisation to be able to use that deposit in short-term 
investment, trade, or lend it in a short-term loan. (Short term investment, like short-term 
Mudarabah projects which take less than a year to finish that project, trade financing such as 
Murabahah, or interest-free loans. ) It will not be hoarded or kept idle without corresponding 
transactions demand for it. These balances or deposits not only cannot earn any return, but 
also if kept for a full year, they become subject to a compulsory levy (zakah) of 2.5 per cent. 
Thus, imposing relatively high opportunity costs on idle balances, (Nfirakhor, 1992, pl. 50). 
Second, the bank has to guarantee a full return of these deposits on demand; it has to have 
100 per cent reserve to be able to meet this condition. Third, since the bank will use that 
deposit at its own risk then the depositors are not entitled to any share in the profits earned 
by the bank. Fourth, in the case of destruction or damage to the trust with or without any fault 
being committed by the trustee then the bank is liable to the depositors and has to bear the 
loss. The other choice or alternative of not keeping idle balances is risk-bearing deposits in 
the form of investment deposits. (PLS). 
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Alternatively, the suppliers of funds, capital owners, or investors can deposit their 
funds in a profit and loss sharing account or a trade account. They have the choice of 
investing in either specified projects or enterprises or allowing the bank to make the decision 
for the benefit of both the capital-owner and the bank itself. If they leave the choice to the 
bank then the Islamic banks should have the principle of absolute power of attorney (The 
Arabic term is Wakalah Mutlaqah). Under this principle the depositors give their consent to 
the bank as a financial institution (Intermediary) to manage their deposits for the purpose of 
investment. Giving the bank this consent will allow it as an intermediary to invest deposits 
in Mudarabah, Musharakah, Murabahah, Ijara, etc, arrangements without such consent or 
without specifying the mode of investment to be used, the bank is not allowed to take any 
action or investment with these deposits. 
Islamic banks generally are employing a combination of instruments or financing 
techniques and some of them prefer some techniques more than others according to their 
preference, opportunities available and the gains for the capital owners and the banks 
themselves. For example, Islamic banks are now concentrating their operations on mark-up 
trade credit rather than on profit-sharing investment finance. This mode has the advantage 
of being short-term trade financing and it employs a fixed predetermined return on capital in 
the form of a mark-up. This mode allows the bank to be involved in trade transactions; while 
PLS modes are the only ones suitable for strictly financial intermediation purposes. "Other 
modes require the banks to indulge in trading and leasing as well as financing activities which 
take them beyond financial intermediation! ',, (Khan, 1995, p 107). 
There is a general view that Islamic banks should be more directed toward PLS, 
specially Mudarabah and Musharakah because these two are concerned with investment. Paul 
Mills says: "The obvious advantage of PLS banking is its greater ability to allocate risk 
optimally through sharing project returns between capital-supplier and user. " According to 
him "In theory, a PLS bank should be able to lend on a longer-term basis to projects with a 
higher risk-retum profile than a conventional equivalent, and its borrowers should be more 
willing to undertake such projects because the PLS contract reduces their risk exposure", 
(Mills, 1994, p122). There are at least three reasons why a Mudarabah relationship is more 
just than the creditor-debtor relationship; first, both the supplier and the demander of funds 
will have an equal position in determining the profit ratio between them. Second, in case of 
loss the capital supplier will suffer a reduction of his principal amount and the manager or 
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demander of funds will suffer deprivation of a reward for his labour, time, and effort. Third, 
both parties will be treated equally if there is any violation of the Mudarabah agreement, 
(Ahmad, 1995, p 18). 
If the Islamic bank uses the Musharakah mode of financing then equity financing is 
involved. The investors are partners to the bank. "rhere are theoretical reasons for believing 
that allowing banks to hold equity shares may improve the incentives for banks to make good 
fmancing decisions. Equity claims make the bank more of a residual claimant --- If the bank 
has a close enough relationship with its customer to have substantial private information on 
the customer's business and also to have some controls over the decisions that the customer 
makes, then equity holdings will give the bank a better incentive to make value-increasing 
decisions", (Frankel and Montgomery, 1991, p293). Similar considerations prompted the 
Economist to speculate that "Islamic banking is not merely consistent with capitalism (ie, with 
a market driven allocation of capital, labour and resources), but in certain respects may be 
better suited to it than western banking", (Yhe Economist, 1992, p76). 
Islamic banks as interest-free institutions are considered multipurpose banks because 
they play the role of commercial banks, and investment banks; interest-free banks would have 
a significant development potential and they operate on short, medium, and long-term 
investments. "If some preconditions are met, a non-interest banking system should not only 
be feasible, but also be more stable and less costly to the rest of the economy", (Mills, 1994, 
p156). A study by the International Monetary Fund QW) concluded: 'Interest-free banking 
based on Islamic tenets is more stable than the traditional system7'(Jalees, 1988, p49). Also, 
in times of recession an Islamic economic and banking system may very well have a greater 
capacity to absorb shocks than its western counterpart, as in-house IMF paper suggested a 
few years ago. During the Gulf crisis, Islamic banks suffered less than their conventional 
counterparts, (Ali, 1992, p2). 
3.8.2 Non-depository Islamic Financial Institutions 
In both the conventional and Islamic financial system the second group of institutions 
is the non-depository financial institutions or non-bank financial institutions. Their main role 
is providing financial services unlike the depository institutions or commercial banks. The 
non-depository or non-bank financial institutions do not accept deposits in the form of 
demand or transaction deposits, rather they accept deposits for the purpose of investment in 
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one of those investment trusts or banks, venture capitalists, co-operative societies, credit 
unions, and in other different investment management institutions. These non-bank 
institutions would mobilise savings through different Islamic modes or techniques offinancing 
to make them available to prospective investors. "These institutions would thus play the 
intermediary role of helping savers find profitable avenues for their savings and helping 
entrepreneurs find funds for expanding their businese', (Chapra, 1985, p174). These 
institutions are often privately owned, some of them are general in nature while others may 
specialise in specific economic sectors such as industry, agriculture, trade, or housing 
construction. These institutions are different from each other according to their field of 
activity and the nature ofmaturity of funds placed with them for management, (Chapra, 1985, 
p 174). There are two groups: 
3.8.2.1 Non Commercial Banks 
The first group includes non-commercial banks: these banks, even though they are 
called banks., do not perform the commercial banks' activities, rather, they work mainly as 
venture capital or mutual funds to enhance industrial and commercial development in the 
Muslim world. 
a) Islamic Investment banks 
These banks offer services for individuals, business finns, and government 
organisations. Their main objective is to mobilise savings from those who have wealth and 
like to invest it through an intermediary in one or more of the investment modes of financing 
(PLS) sharing the profit with the investment bank. The investment bank will provide 
opportunities to the investor of a diversified portfolio by sharing with the investment bank in 
industrial and commercial enterprises. 
b) Islamic Development Banks 
These banks are concerned mainly with enhancing and fostering development through 
Islamic modes and techniques. This is grouped with the investment banks because the 
development bank is not debt oriented as in the conventional system rather it is equity 
oriented through investment. Development banks use other techniques to enhance 
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development such as trade modes of financing and interest-free loans. 
c) Specialised Islamic Banks 
Some Islamic banks may be established to achieve a specific purpose or to serve 
special sector. Such banks are classified into Islamic Industrial Banks, Islamic Agricultural 
Banks., Islamic Social Banks, etc. 
3.8.2.2 Non-banking Islamic Financial Institutions 
The second group includes non-banking Islamic financial institutions: these institutions 
are established for various purposes, for instance, to provide long-term finance for industries, 
to carry out all kinds of financial commercial and trading operations, or to support specific 
activity in the economy such as housing. "Among the existing institutions, Tabung Haji of 
Malaysia and House Building Finance Corporation of Pakistan are good examples of non- 
banking Islamic financial institutione'. (Khan, 1995, p82). 
3.9 Islamic Financial Markets 
The main goal of the Islamic Financial Market is to integrate partnership between 
labour and capital on a perpetual basis for the benefit of individuals and the whole society, 
(Abdul Mannan, 1993, p26). The Islamic financial market must be compatible with the 
economic values of Islam. 
Islamic financial markets exist if any Islamic financial transactions occur. Financial 
transactions mean the creation or transfer of financial assets; this creation or transfer of 
financial assets should be done through financial institutions or intermediaries by using 
financial claims which do not involve predetermined fixed interest. These financial claims can 
be classified according to various types of markets within the financial system. The Islamic 
financial markets are described by the financial assets being traded in them. These markets 
are as follows: 
3.9.1 The Primary Market 
All the Islamic financial claims or IOUs have a primary market like the conventional 
system. Since the Islamic financial system is equity-oriented then the issuance of new stocks 
has to be undertaken in this primary market. The Islamic primary market must be a very 
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active one since it has to cover all kinds of investment and trade instruments. Some 
instruments have only primary markets; they could apply to Mudarabah, Musaqah, and 
Muzarah certificates. Musharakah certificates would have a secondary market in addition to 
all ordinary equity shares. All trade transactions by using the trade modes of financing can 
be done in this market too, giving a variety of choices to investors. 
3.9.2 The Secondary Market 
The secondary market is where financial claims can be sold one or more times. This 
market exists to facilitate investor trading. All savers have a liquidity preference. This 
liquidity preference can be accommodated in the secondary market of the Islamic financial 
system where stockholders, if necessary, can sell their securities quickly and at low cost. If 
such a market is available then it is argued that savers will be willing to devote a higher 
portion of their savings to long-term investments than they would if there is no secondary 
market, (Sadeq, ed, Mirkhor, 1992, p152). 
Since some of the instruments in the Islamic financial system are tied to the projects 
and management of particular enterprises (such as Mudarabah, Muzarah, and Musaqah), it 
means they cannot be traded in the secondary market. The risks such securities carry are risks 
regarding the earning power of the firm and risk of its default, (Mrakhor, 1995, p39). In 
short, ordinary shares of the companies or enterprises and Musharakah certificates are the 
ones which have a secondary market. 
In the Islamic financial system both the primary and secondary markets require the 
active support ofthe government and the central banks to supervise and control these markets 
to assure their compliance to the Shari'ah and to operate efficiently, (Nfirakhor, 1995, p39). 
3.9.3 Money Market 
In the traditional financial system, the money market is a means by which financial 
institutions can adjust their balance sheet and finance position in these markets. Any shortage 
in cash in an enterprise which exists as a result of imperfect synchronisation in the payment 
period, can use money markets as a source of temporary financing and portfolio adjustment, 
(Sadeq, ed, Mirakhor, 1992, p152). Since all conventional short-term financial instruments 
cannot exist in the money market of the Islamic financial system then an agreement can be 
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established between Islamic banks to open a line of credit to lend interest free loans or Quard 
Hassan; this is used from the deposits of the individuals after giving the Islamic bank the 
absolute power of attorney to use that deposit (as mentioned earlier); it is potentially a good 
method of utilising the excess liquidity because of the 100 per cent reserve requirement 
principle and it would overcome hoarded wealth and accumulation of money. "It may be 
possible for some banks to refinance a certain position that they have taken by agreeing to 
share their prospective profits in these positions with other banks in the interbank funds 
markef', (Sadeq, ed, NErakhor, 1992, p 153). 
Money markets deal in short-term debt. Hence no debt instruments can exist in the 
Islamic money market because it has its own characteristics which are different from the 
traditional system. The money market of the Islamic financial system is expected to work for 
profit and loss sharing projects. Under this system the surplus funds of some financial 
institutions can be channelled into the deficit units of some other financial institutions under 
the profit and loss sharing contracts for less than a year duration. Hence if quick liquidity for 
the money market instrument in financial institutions cannot be guaranteed then the support 
of the central bank is inevitable, specially in times ofbad investment opportunities of projects 
or when the risk-return is high and a shortage of liquidity in financial institutions requires a 
lender of last resort, (Mrakhor, 1995, p40). 
3.9.4 Capital Market 
Capital markets deal in long-term debts and stocks. Since there is no room in the 
Islamic financial system for debts, as in the conventional system, then the only instruments 
which can be used in the capital market are stocks. The only stocks which can be marketed 
in this market are shares of different companies, Musharakah certificates or Mudarabah 
certificates if they have more than a year to maturity. 
3.10 The Central Bank in the Islamic Financial System 
The main task of central banking in the Islamic financial system is providing the 
Islamic financial institutions with the necessary prudential and monetary control for efficient 
operation of the financial markets according to the rules and regulations of the Shari'ah. 
Also, the central bank has the task of the development of primary, secondary, and money 
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markets. Another important task for the central bank is to take the lead in advising and 
promoting the financial institutions to use the most efficient instruments of financing and 
mobilisation of resources to have efficient financial markets. 
Since the Islamic financial system and the idea of Islamic banks are considered a new 
paradigm, then the Islamic central banks' main role is being the rudder of an entirely different 
and challenging system pioneering an active role in the whole process of Islamisation and 
continued evolution ofthe Islamic banking system; that is at least until the system has become 
viable and strong because it is operating within an equity financing framework which needs 
new techniques and different perspectives on existing problems. 
3.11 The Role of the Central Banks in the Islamic Financial System 
The central bank plays a pivotal role in the financial system, so the Islamic financial 
system cannot achieve its self-actualisation without the creative effort ofthe central bank. The 
central bank in the Islamic financial system also plays an important role in the development 
and strengthening of an Islamic financial market. Under such a system equity financing will 
be increased and the dependence on interest-based loans will be decreased. The central bank 
role will be promoting, regulating, and supervising the Islamic financial institutions. To do 
so, all the existing laws related to interest-based financial institutions have to be reconstituted 
in the light of the Islamic teachings to reflect the needs of the Islamic system. The central 
bank in the Islamic economic system should not confine its regulatory role merely to the 
commercial banks; rather it should include all the Islamic financial institutions to assure their 
application to the rules and regulations of the Shari'ah and to have complete control of the 
financial system. As Chapra argues: "Its vigilance and assistance (central bank) must envelope 
all other financial and auxiliary institutions to ensure their health and development and to 
safeguard the public interest", (Chapra, 1985, p149). For this public interest there must be 
a co-ordination between the central bank and any other regulatory authorities in the country 
to create a better harmony in implementing their functions. 
3.12 Functions of the Central Banks in the Islamic Financial System 
The major functions undertaken by the central banks in the Islamic financial system 
are as follows: 
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3.12.1 Controlling the Money Supply 
The central bank in the Islamic financial system is considered an institution concerned 
mainly with the management of the supply of money by issuing flat money; it should also be 
responsible for its internal and external stability: "It is thus widely believed that the central 
banking system in an Islamic state must control the supply of money and that the money 
supply must be adjusted to the needs of the economy in terms of both short-term stability, 
long-term growth and the allocation of bank resources to help realise the goal of social 
welfare', (Abdul Mannan, 1986, p2l 1). The tools the central bank uses to control money 
supply in the conventional system are the reserve requirement, the discount rate and the open 
market operations. Concerning the reserve requirement on the commercial banks in the 
Islamic system there is some controversy. Some scholars believe that 100 per cent reserve 
requirements should prevail, (Chapra, 1983, p48). Mahmud Abu Saud, for example, argues 
that real money is sufficient to take care of all transactions. Others like S. M. Yusuf, Monzer 
Kahf, and Al-Jarhi also support the 100 per cent reserve requirements to bar commercial 
banks from influencing the money supply through the expansion of credit. According to this 
view the commercial banks act only as safe keeping institutions and they cannot invest the 
funds deposited with them. (Except with an authorisation from the depositors). 
Other scholars believe that commercial banks should have only a specific portion as 
a reserve requirement and they allow the commercial banks to create deposits, so it would 
work exactly like the conventional banking system. Mohammad Uzair and Mohammad Arief 
believe that the 100 percent reserve requirement will subject financial institutions to 
unnecessary rigidities, (Anwar, 1987, p300). The question which arises is the net income 
arising from these derivative deposits at the commercial banks from both Mudarabah and 
Musharakah certificates; how is it going to be divided among the shareholders, the depositors 
and the government? Some might say that the statutory reserve requirement is restricted only 
to the demand deposits and it does not extend to cover other deposits for investment as well. 
For example, Mudarabah or Musharakah deposits should not be subject to any reserve 
requirement. Mudarabah deposits actually play a more crucial role than direct equity 
participation so there is no way to equate both of them in considering the merit of the 
statutory reserve requirement. Umer Chapra thinks that the statutory reserve requirement 
against Mudarabah deposits is more important than against the demand deposits, (Chapra, 
1983, p5O). In his view the commercial banks normally hold a large proportion ofthe demand 
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deposits in liquid form because this deposit can be withdrawn at any moment. While 
Mudarabah deposit cannot be withdrawn immediately because they are for long term projects, 
so only part of these deposits will be kept in liquid form and limit their scope of credit 
expansion. 
Since the central bank is normally a government institution, then a 100 per cent 
reserve requirement will give the government the privilege of creating and supplying money. 
A commercial bank would work as an intermediary and depository institution but it would not 
supply money as it does in the conventional system. "100 per cent reserve requirements 
would reassign monetary seigniorage to the state. By permitting only state-issued currency, 
or deposits backed by it, to act as 'money", the state regains control over the money supply 
process and becomes its sole beneficiary", (Nfills, 1994, p 15 1). 
The economists who are favouring a 100 per cent reserve requirements think it is more 
efficient. The total supply of money will be constant under the 100 per cent reserve model; 
while the composition of money will change under the fractional reserve and this makes a 
difference between the money base and the money supply which will change according to 
deposits. Also, the 100 per cent reserve system contributes to the stability of the economy 
as a whole while the fractional reserve system creates an inherent instability in the economy. 
A 100 per cent reserve policy will lead to more price stability because there is no increase or 
decrease in the reserve requirements. "The greatest claims made for 100 per cent reserves, 
however, are that they facilitate governmental control over money stock growth, and prevent 
credit provision from amplifying the business cycle, (Fisher 193 5; Friedman 1948, p247; and 
Simons 1948, p170). The 100 per cent reserve requirement is a way of eliminating the 
discretion of banks to alter the money stock, or thwart the intention of open-market 
operations, by their lending decisions", (Mlls, 1994, p 15 1). 
According to Currie, 100 per cent reserves would contribute to macro-stability by 
divorcing the creation of money from the supply of investible funds, (Currie, 1934, p152). 
Also Fisher attributed the shrinkage of US money supply in 1929-33, and accompanying 
depression, to a fractional reserve system whose supply of the monetary medium was 
dependent on loan demand, itselfreliant on something as fickle as borrower confidence. Such 
a monetary system seems purpose-built to amplify cyclical fluctuations. Fisher argues: "our 
predicament (cyclical fluctuations) so long as we have a system under which our circulating 
medium is a by-product of private debt. The time when nobody wants to go into debt is the 
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very time when we most need money and so most hope that somebody will kindly 
accommodate us by going into debt", (Fisher, 1935, p94). 
A fractional reserve system is more costly to maintain because of the changes in 
money supply arising from deposit creation. The 100 per cent reserve system makes the 
banking system fully liquid, while the fractional reserve might face the problem of illiquidity. 
There is no room for the money multiplier in the 100 per cent reserve system, and the central 
bank would not use the reserve ratio as a policy instrument, (Khan, 1985 and Presley, 1988). 
While in the fractional reserve system, the money multiplier has a very important role in the 
banking system and the central bank uses it as a very important policy instrument. Some 
economists think of the 100 per cent reserve requirement as a check against credit expansion 
by the commercial banks. While other economists think the 100 percent reserve requirement 
will "impose unnecessary rigidity which will cripple the entire systenf', (Uzair, 1982, p226). 
A further argument is that under the fractional reserve system the commercial banks 
indulge in the creation of money; this is considered illegal behaviour because the bank is 
utilising somebody's else money and getting all the profit without any return to the actual 
owner. This is a sign of injustice while under the 100 per cent reserve requirements all the 
deposits are kept as trusts, except if the depositor gave authorisation to the depositee to use. 
Under such a system the demand depositors do not have to worry about the bankruptcy of 
the bank, bank failure, or depression because the nominal value oftheir assets is entirely safe. 
There are both pro and con arguments for the 100 per cent reserve requirement, see Table 
3.5. 
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Table 3.5: Comparison Between the Fractional and 100 Percent 
Reserve Requirements 
Description Fractional reserve requirements 100 percent reserve requirements 
Money Supply 1) The government. 1) The government only. 
2) Commercial banks. 
Total Supply of 1) Changeable. 1) Constant. 
Money 
2) There is a difference between money base 2) Money supply equal money base. 
and money supply. 
Contribution to the I) Creates an inherent instability. I) Lead to stable economy. 
economy 
2) Might cause depression? 
Price Stability 1) Price changes. 1) Lead to more price stability. 
2) Government cannot have full control on the 2) Facilitate government control on money 
growth of money stock. growth. 
3) Amplify the business cycle. 3) Prevent credit provision from amplifying 
the business cycle. 
. 
Liquidity I) Might faces the problem of illiquidity. I) Fully liquid. I 
Money Multiplier 1) The money multiplier has an important 1) No money multiplier. 
role. 
Creation of Money 1) Illegal behaviour. 1) Legal behaviour. 
2) Use others money to create more for the 2) Does not create money. 
bank's benefit. 
3) hijustice uses of money deposit. 3) Justice uses of money deposit. 
Ownership 1) The bank acts as being the owner of the 1) The bank is only a trustee on the money. 
money. 
Risk 1) Probability of bankruptcy. 1) No fear of bankruptcy, bank failure, or 
depression. 
2) Probability of bank failure. 2) The nominal value of the asset is entirely 
safe. 
3) Probability of depression. 
Since the tools of monetary control (the reserve requirement and the discount rate) 
of the conventional financial system cannot be applied to the Islamic financial system then the 
central bank will control the money supply not through the reserve requirement, neither 
through the discount rate; rather, it will control the money supply through the power of 
issuing new currency. "The central bank should be able to control the money supply through 
its power to vary the issue of new currency. In the cash-based economies of the Islamic 
world, the power of the printing press with regard to the money supply is much greater than 
in the credit oriented west. To increase the money supply, the central bank can simply issue 
more currency, while to curtail the growth of the money supply, the authorities can issue 
fewer notes! ". (Wilson, 1985, p7l). 
Hence there is no room in the Islamic financial system for the reserve requirement and 
the discount rate and both alter the value of a money multiplier in the conventional system; 
the money multiplier will equal to unity which makes the money supply equal to the money 
base. This is perceived to result in price stability and less inflation. "Price stability would 
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result from reducing the bank money multiplier ratio to unity, so making the money stock 
entirely exogenoue', (Mills, 1994, p 15 1). 
The central bank in the Islamic financial system should be the one to initiate and foster 
the development of primary, secondary and the money markets, to assure the application of 
the rules and regulations of the Shari'ah in all the transactions of these markets and to have 
better and close control. These functions and its role as a lender of last resort will exert great 
influence on the Islamic financial system. The intermediation market should be very active 
to have a better open market operations facility, not through interest rates, but through PLS 
system. 
The third instrument of monetary control available to the central bank is open market 
operations. The central bank in the Islamic financial system should use interest-free 
government securities. "A number of Islamic scholars have therefore proposed that if 
government securities are to be issued to the public, they should be on a profit sharing basie', 
(Wilson, 1985, p70). Abdul Mannan also has suggested for instance that debenture financing 
can be replaced by participation certificates on a profit-sharing basis and short-term 
commercial paper by short-term trade and business paper, (Abdul Mannan, 1993, p54). 
Since, the central bank can control the Islamic banks and the financial institutions then 
accordingly it can control the supply of money through: first, its purchase of equity shares in 
the Islamic banks and the other financial institutions. Second, the central bank can invest 
directly in the real sector on a profit and loss sharing basis: "Opportunities will exist for the 
central bank directly to invest in the real sector on a profit-sharing basis, as well as to take 
equity positions injoint-ventures with other banks. The opportunity for the central bank to 
buy and sell securities in the financial markets may enable it to influence financial resource 
allocation further if that becomes necessary or desirable". (Hrakhor, 1995, p48). 
3.12.2 Stability of the Banking System and Prevention of Bank Failures 
The central bank in Muslim countries should provide the necessary assistance to all 
Islamic commercial banks to have a soundly based banking system. Chapra says: "If these 
central banks do not do such assistance they will hurt the cause of Islamic banking because 
the failure of even one Islamic bank will be a great setback to the movement of Islamic 
banking7, (Chapra, 199 1, p 15 1). The central banks should be ready to provide the needed 
support, advice, and liquidity to counteract any problem facing Islamic commercial banks. The 
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central bank has to create an appropriate mechanism to handle liquidity crises if Islamic banks 
face them. Chapra suggests three different arrangements. The first is an arrangement between 
banks for mutual credit facilities, - as the conventional 
banks within the profit-and-loss sharing 
framework. The second is: "there should be an interbank co-operative arrangement to extend 
reciprocal accommodation to each other on condition that the net use of this facility is zero 
(mutual borrowing cancels out mutual lending) over a given period. " The third suggestion 
is that the Islamic banks should create a common fund at the central bank to provide mutual 
accommodation and at the same time to be a part of the statutory reserve requirement. This 
method would help banks place surplus funds and to balance their short-term assets and 
liabilities. Applying these suggestions would make the Islamic banks more reliant on their 
own resources with access to other banks only when it is necessary. 
3.12.3 Lender of Last Resort 
The central bank serves as the financier ofthe last resort for Islamic commercial banks. 
However, its finances will be provided on the basis of sharing in the profits and losses of the 
banks by buying profit-and-loss sharing certificates from those banks or buying their shares 
on an equity base or using one of the acceptable and convenient modes of financing but it 
might be necessary to place some penalties on a specific bank or a corrective programme in 
using the last resort arrangement, so as to establish discipline. 
Siddiqi suggests that the commercial banks should be given loans by the central bank 
in a fixed proportion to their advances. In his view those commercial banks have to present 
documents or certificates as security against their advances to draw loans from the central 
bank, which will neither charge interest nor demand any other remuneration, (Siddiqi, 1983b, 
p54). 
3.12.4 Financial Stability 
Another function of the central bank is monitoring the real growth of the economy 
through the investment performance of its member banks. This information will help the 
central bank to expand or contract its money supply by directing that investment is to use 
specific modes and to encourage investment in specific sectors is required. The central bank 
has the power to regulate all the Islamic financial institutions affecting the allocation of 
resources according to the needs and goals of the society. In this manner it can affect the 
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supply of money; the maximum amounts the Islamic commercial banks can allocate to profit 
and loss sharing investment, (hence regulatory risk); and the percentage of their share in 
equity financing, Mrakhor, 1987, p 172). 
3.12.5 Other functions 
The central bank may have to act in facilitating and encouraging the establishment of 
more Islamic banks and in the transformation of conventional commercial banks into interest- 
free banks. "Since the central bank is both an adviser and an agent to the government, it will 
have to operate as a catalyst in the growth and development of interest-free banking. This 
promotional role of the central bank would augment its regulatory role so that it would 
achieve greater success in establishment and management of an interest-free banking sector 
in an Islamic economy", (Uzair, 1982, p213). 
Another function of the central bank is the enforcement of Islamic regulations 
concerning contracts and property rights, as they apply to financial and capital markets. Such 
enforcement will encourage private investments and lending of fiinds on the basis of the 
viability and profitability ofthe investment projects rather than on solvency, creditworthiness, 
or the collateral strength of entrepreneurs, (Presley, 1988, p76). 
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Notes 
1) Wholistic means a homogenous system which considers linkages between the subsystem 
and allows for continuous dynamism and growth. 
2) Zakah is going to be discussed in more detail later in the chapter. 
3) The (4M) is a symbol for the prefix for the expressions of Mudarabah, Musharakah, 
Muzara'ah, and Musaq'ah. 
4) There are two important aspects in the Islamic law about loans if there is absolute need 
for it. First, contracts of loans should normally be written down and witnessed, (2: 282- 
283). It is important to point out here that the verse number 282 is the longest verse in 
the whole Qur'an and it is called debt verse. This shows the importance of debt and to 
explain it in a clear statement. Second, Islamic shari'ah discourages borrowing and 
lending (even when interest is not involved) if it is not for urgent needs. 
5) This discouragement is clear from the saying of the Prophet when he did not like to pray 
on the person who died and he had some unpaid loan on his liability. Another saying is 
that the upper hand is better than the lower one. In the same time Allah said "Charity is 
better for you if you but knew it. " (2: 280). 
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Chapter 4 
Conventional Development Banks 
4.1 Introduction 
The main objective of this chapter is to provide a complete survey of conventional 
development banks as financial intermediaries. The first section of this chapter gives an 
overview on the definition of development banks as financial intermediaries, the purpose, the 
role, and the functions of the development banks. The second section sheds light on the 
history of development banks and what are the rules and regulations which have to be taken 
into consideration before establishing a development bank. In the third section, the process 
of investment in relation to development, project financing, project analysis techniques, the 
financial sources of development banks, and the forms of financing by the development banks 
are explored and analysed. The fourth section is devoted to analysing the financial policies 
of the development banks. In the fifth section, the bankable and non-bankable development 
projects idea are presented to see their effects on the decisions of financing any development 
projects. In the sixth section, the classifications of development banks are presented and the 
links between public and private development banks and between the development banks and 
the government are explored. In addition, the relation between the development banks and 
public policy is considered. The seventh section analyses the promotional activities of the 
development banks and the methods of fostering the capital market and their effect on 
development. The last section will be devoted to pointing out the criticism of development 
banks and how their operations and performance can be evaluated. 
4.2 Derinition of Development Banks 
The development bank is one of a number of institutions involved in financing and 
development activities. These institutions are called Development Finance Companies 
(DFCs). Their common feature is that they provide long-term finance for development 
projects. Kitchen says: "The most frequently encountered DFC is the development bank, 
some of which specialise in the type of lending they perform, notably industrial lending or 
agricultural lending", (Kitchen, 1986, p122). Payer views the development banks and 
development finance companies as, follows: "Development Banks and Development Finance 
Companies (DFCs) are corporations designed to furnish medium-and long-term finance to 
development projects, primarily in the manufacturing sector, although mining, agribusiness, 
and tourism also receive support", (Payer, 1982, p128). The raison detre of a DFCs in the 
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market is to provide long-term finance (debt or equity) which the capital market cannot 
provide. Long-term finance is a necessity for industry, agriculture, certain services, and 
infrastructure in cases where it is not financed directly by governments, and where it is not 
satisfactory to provide short-term finance, (Kitchen, 1986, p125). 
Looking at any developing country, there are a significant number of financial 
intermediaries such as: commercial banks, insurance companies, and saving institutions, etc. 
Many of the investments made by these institutions are likely to have a supportive effect on 
economic development, either directly or indirectly. On the other hand, there are some 
development institutions, organisations, and agencies involved in financing; these include: 
public development corporations, ministries of planning, development funds, and agencies 
for administering government budgetary allocations. (See Chapter 2 for more details). 
Governments began after World War II to establish special financial institutions such 
as industrial development banks to promote economic growth because they believed that 
industrialisation was the key to economic progress. It was found that industries lack capital, 
entrepreneurial talent and technical know-how and the only way to fill these gaps was to 
establish industrial development banks, because commercial banks were unable to meet all the 
demands of industry. All of this inspired the developing countries to establish development 
banks in their countries. Murinde says: "It is observed that the success of industrial banks 
may have inspired the setting up of development banks in less development countries (LDCs) 
hoping that the banks would also act as catalysts in industrial development", (Kariisa-Kasa 
and Murinde, 1995, p25). 
Industrial banks serve as instruments of national policies. In addition, they, are 
typically big in size and have financial power to take risks normally encountered in industrial 
promotion. Also they have high expertise so they are ready to take an entrepreneurial role. 
Industrial banks place much weight on the success of business enterprise and healthy cash 
flows resulting from successful entrepreneurship. 
Development banks on the other hand do not generally get involved in the 
management affairs of firms because they do not have the same size, financial power and 
technical expertise as industrial banks. The promotional role of development banks is very 
passive because they wait for entrepreneurs to approach them instead of going out and 
cultivating an entrepreneurial talent. Development banks also tend to emphasise healthy cash 
flows like the industrial banks (Kariisa-Kasa and Murinde, 1995, p15). 
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Since the development banks are involved in both financing and development 
activities, one might conceive of these functionally related finance institutions and 
development institutions as being ranked on a broad spectrum. Development banks ought to 
be found around the centre of such a spectrum of financial and development institutions. 
Figure 4.1 shows the position of development banks on such a spectrum. 
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Figure 4.1: Spectrum of Financial and Development Institutions 
The first definition of a development bank was provided by William Diamond. He 
defined it as "a financial institution devoted primarily to stimulating the private sector of the 
economy", (Diamond, 1957, p4). It is important to clarify that development banks do not 
simply finance development projects. Rather, they also provide related supportive services. 
Nyhart and Janssens identify the development banks as "Providing general medium-term and 
long-term financial assistance to a developing economy", (Nyhart and Janssens, 1967, pv), 
that is, a financial intermediary supplying medium-and-long-term funds to bankable economic 
development projects and providing related services. Murinde says: "It is believed that 
development banks are better placed to assume a promotional role in linking science and 
technology to economic and industrial development", (Murinde, 1996, p12). While Bhatt 
thinks of development banks as "unique financial institutions in developing countries, 
specialised in the provision of high-risk, long-term financing for the purpose of 
industrialisation" (Diamond and Raghavan, ed, Bhatt, 1982, p18). Hence, there is an 
important and purposeful role for development banks in the process of industrialisation in 
providing finance for projects which is not provided by commercial banks- that is high-risk 
and long-term financing for the purpose of industrialisation. 
Development Banks are financial institutions created primarily to foster economic 
development. They do not imply a particular structure but, rather, a mission and a point of 
view about credit and communities. 
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4.3 Development Banks as Financial Intermediaries 
Development banks are considered financial intermediaries filling a gap in the financial 
system of LDCs. The reasons for placing development banks within the framework of the 
theory of financial intermediation are as follows: 
Looking at the developed economies, their capital markets are thin and narrow. In 
some developing countries a real capital market exists, but it needs strengthening. In 
other countries, the capital transfer takes the form of both direct and indirect 
financing. Here the development banks acquire primary securities from the investors 
and issue various classes of secondary securities to savers. 
2) Looking at most of the financial intermediaries, one finds that they are net creditors. 
But the development banks are net debtors. The reason for this is that the 
development bank's major source of funds is the public sector which is positioned 
outside the capital market per se, (Kane, 1975, p48). All the primary securities the 
development banks purchase are either debt or equity, providing funds for a private 
sector industrial investment. The development banks use of funds are thus primarily 
in the acquisition of primary securities obtained in the capital market. The 
development banks as financial intermediaries stand between savers and investors 
within the market and also between the public sector, as savers, and the private sector 
as investors. 
( 
Looking at the capital market of most developing countries, it is clear that it is not 
fully developed. Since one of the functions of the development banks is fostering the 
capital market then as a financial intermediary they can raise the level of saving and 
investment and provide a more efficient allocation of capital at any given level, (Kane, 
1975, p48). 
4.4 Purpose of Development Banks 
The main purpose for the existence of development banks is to facilitate the process 
and increase the speed of economic development in a country. The development bank is 
intended to help stimulate the emergence of the missing factors necessary for development. 
These factors, as Kane defines them, include in varying mixes: capital, entrepreneurship, 
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technological and managerial capabilities, promotional activity, capital market activity, and 
availability of foreign exchange, (Kane, 1975, p15). All of these cannot be created in 
sufficient quantity by the bank itself, no matter how sizeable its resources maybe. But the 
bank can help in economic development by supplying catalytic increments of the missing 
factors on its own initiative. Such increments can stimulate the emergence of larger quantities 
of development-oriented resources. By doing this, the bank can have an impact on tangible 
(such as investment and production) and intangible factors (such as proper management 
practices, capital market development, and appropriate levels of technology). Consequently, 
the development bank can influence development in many different but interrelated ways. 
4.5 Role of Development Banks 
The basic activity of a development bank is providing medium and long-term financing 
for productive investment and it must have a direct relation with the development objectives 
of a country. A development bank cannot act like a normal commercial bank. The 
commercial bank is concerned mainly with monetary return while the development bank is 
concerned mainly about development. Table 4.1 explains in detail the difference between 
commercial and development banks. 
The development bank in a country has a unique position because it has broad 
knowledge ofthe country's industrial structure with detailed familiarity with practical business 
problems. It should have information about prices, costs, demand patterns and how to 
overcome the difficulties which face any investment from their previous experience. For these 
reasons, both public and private sectors put a great confidence in the development banks. It 
is better for the development bank to take advantage of this unique position to give advice to 
the community for new specific projects, general industrial policy and stimulating the 
establishment of new institutions to offer new services in a variety of fields. They also 
introduce modem business administration techniques, incorporate economic benefit 
considerations into financial decision making, increase employment, mediate betweenbusiness 
and governments, respond to government in developing backward regions and in general fill 
the technological gaps in the country and between the country and the industrialised countries. 
Many developing countries have turned to national development banks to stimulate 
their economies, and those banks are considered an effective instrument for rapid achievement 
of development objectives. The role of the development banks in developing countries is as 
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an instrument for guiding, selecting, promoting, and financing investment. "The special role 
of development banks is to provide an alternative to government intervention in the 
identification, appraisal, promotion, financing and implementation of development projects", 
(Murinde, 1996, p12). 
Looking at any financial institutions such as commercial banks, one would find that 
profits and earning are the exclusive test of economic efficiency. Development banks have 
a dual role, they act as commercial banks and as development organisations at the same time. 
Acting as banks, they are concerned with the financial results of investment and the 
consequences for their income statements and balance sheets. They have to apply the 
conventional financial tests for expected return and risk by looking at different aspects of a 
project such as: the history of the enterprise, the enterprise's capital structure, the value and 
liquidity of assets available as security, and the technical and financial soundness of the 
project, etc. Acting as development organisations, they are concerned with the total impact 
of a project on the public, regardless of whether it is reflected in the enterprise's financial 
accounts. This combination of banking and development criteria in investment decisions is 
the distinguishing mark of a development bank (Boskey, 1959, pp49-50). Development banks 
are concerned with both the social and economical returns of a project in deciding on finance. 
This dual role of the development bank makes their mission more difficult than any 
commercial bank who will be concerned mainly with economic return. A development bank 
has to finance projects which have both a social and economical return in a society. Social 
return might embrace education, health care, and social welfare or any return or benefit for 
the whole members of the society. 
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Table 4.1: Comparison Between Commercial and Development Bank 
Description Commercial Bank Development Bank 
Sources of Funds 1) The bank's own capital. 1) The domestic government in the form of 
annual appropriations and tax-free 
dividends. 
2) The reserve requirements. 2) Private domestic sources which come 
from banks and other financial 
institutions to provide the equity of most 
development banks. 
3) Deposits from: individuals, firms, 3) Borrowing. 
corporations, other banks, and government 
in either checking or saving accounts. 
4) Borrowing from: individuals, firms, and 4) International sources in the forms of 
occasionally governments. loans, equity, or lines of credits. 
Uses of Funds 1) Give loans. 1) Debt. 
2) Extend credit. 2) Equity. 
3) Invest in securities. 3) Combination of both. 
4) Loans convertible into equity. 
5) Quasi-equity. 
The price the banks I) Interest rates. I Interest rates. 
receive 
Profits or Earnings I) Earnings are generated by the assets the I The interest charges which have to be 
bank owns relative to the liabilities that it paid by the development projects to the 
owes. bank. 
2) The difference between the borrowing rate 
of interest and the lending rate which is 
higher than the borrowing. 
3) Charging commissions for the services 
rendered. 
4) Tax exempt bonds. 
5) Government securities. 
Purpose 1) Profit-making. 1) Facilitate the process and increase the 
speed of economic development. 
2) Handling demand deposits. 2) Stimulate the emergence of the missing 
factors necessary for development. 
/continued 
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Description Commercial Bank Development Bank 
Functions 1) Accepts custody of money and its liquidity 1) Acts as a catalyst for investment in the 
for the depositors. private sector and provide injections of 
capital to enterprises to accelerate 
development. 
2) Lends money. 2) Designed to be a means of mobilising 
resources and skills in approved fields of 
the private sector. 
3) Extends credit. 3) Intended to be pump primers for the 
factors of production which are a 
necessity for economic development. 
4) Creation of credit in the form of loans and 4) Should stimulate entrepreneurs to make 
investment. effective use of the capital they have. 
5) Facilitate the transfer of funds by means of 5) Provide managerial and technical 
check, drafts, bills of exchange, or other assistance. 
instruments of credit. 
6) Hold different kinds of deposits and holds 6) Create or establish projects to accelerate 
them in a variety of works. economic development. 
7) Accumulating and investing savings funds. 7) Fostering the development of enterprises 
in different fields like industry, 
agriculture, commerce, and finance. 
8) Promoting the objectives of the 
developing countries such as 
accelerating development, creating new 
employment opportunities, increasing 
the value of agricultural production and 
assistance in promoting public 
enterprises. 
9) Giving financial assistance for specific 
projects and rendering technical advice, 
carrying out feasibility studies and 
projects implementation. 
Main Objectives 1) Facilitate the transfer of Rinds between SU 1) National economic development. 
and DU and control the supply of money. 
2) Increase industrialisation. 
Role 1) Help to channel savings into productive 1) Providing medium and long-term 
uses. financing for productive investment. 
2) Provide liquidity to other savings 2) Must have a direct relation with the 
institutions and investment media through development objectives of any country. 
short - term lending. 
3) Has broad knowledge of the country's 
industrial structure and the business 
problems. 
4) it is an instrument for guiding, selecting, 
promoting, and financing investment. 
5) Act as commercial banks and as a 
development organisation at the same 
time. 
Importance I It is the heart of the nations' financial I) Pursuing the national development 
system. objectives. 
2) The most important financial intermediary. 2) It is designed to influence and increase 
industrial development. 
3) It has the capacity to create demand 3) Contributes to project appraisals. 
deposits. 
4) It is the primary source of funds for many 4) Help in fostering the capital market. 
firms and households. 
5) Accelerates economic development. 
6) Involved in both financing and 
development activities. 
Classification 1) Depository fmancial institution. 1) Non-bank and non-depository financial I 
institution. 
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Description Commercial Bank Development Bank 
Sources of Regulations 1) The government. 1) The banks' charter. 
2) Comptroller of the currency. 2) By-Laws. 
3) The central bank. ent Policy Statements. 
Credit Creation I) It can create money supply by using the 1) It cannot create money because it is non- 
fractional reserve system and makes new bank and non-depository fmancial 
loans which in turn become new deposits. institution. 
This is called issuance of demand deposits. 
2) The bank money or credit is only recorded in 
bank ledgers. 
Reserve 1) Apply a fractional reserve system. 1) Not applicable. 
2) Hold a cash reserve and adequate reserve of 
liquidity assets. 
3) Maintain a safe ratio of cash to deposits. 
4) Hold assets that can quickly be converted 
into cash. 
Risk I) Credit Risk. 1) Credit Risk. 
2) Risks associated with liquidity needs. 2) Risk associated with insolvency or 
default. 
Liquidity I) It must have cash balances on hand to pay I) It must maintain adequate liquidity 
its depositors upon demand. which depends on the banks' experience. 
2) Must keep a proportion of its assets in a 
form readily be converted to cash. 
Loans I) Short-term loans are the core of the banking I) Provide medium and long-term loans for 
business. bankable development projects. 
2) Much short-term lending consists in the 2) Involve in short-term loans on a very 
provision of working capital. limited base, and it has to be in a very 
liquid asset. 
3) It provides temporary finance for fixed 
capital development, aiding a customer until 
he can find long-term finance elsewhere. 
4) Banks who do a great deal of long-term 
lending to industry must insure their 
liquidity by maintaining relatively large 
capital funds and a relatively high 
proportion of time deposits as well as 
valuing their investment very conservatively. 
Services I) Operates safe deposit facilities. I Promoting and financing bankable 
development projects. 
2) Hold securities and other valuables in safe 2) It has to examine and evaluates the 
keeping for their customers. submitted projects or programs. 
3) Either involve indirectly bill-paying or act as 3) Improve the viability of projects. 
agents for the collection of bills. 
4) Offering consumer credit cards. 4) It has to follow the operations and 
execution stage of the projects to provide 
constant check on the progress of the 
projects. 
5) Provide credit information to their business 5) Provide supervision procedures to 
customers. monitor project progress and guard 
against irregularities. 
6) Uses electronic data processing equipment 
to perform services for their customers. 
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4.6 Functions of Development Banks 
The development banks are set up to act as catalysts for investment in the private 
sector and provide injections of capital (financing) to enterprises; this is considered the hard 
core of a development bank's activities. They are not designed to act as an administrative 
vehicle to handle the government's own investments. The Development Banks are designed 
to be a means of mobilising resources and skills into approved fields of the private sector 
rather than the public ones. The development banks are in fact a reflection of the growing 
concern for rapid economic development and where it is not proceeding with the desired 
speed. The development bank, beside the financial assistance it provides, should stimulate 
entrepreneurs to make effective use of the capital it already has, and provide also managerial 
and technical assistance. Appropriate technology for production processes is considered one 
of the requirements for rapid economic growth. Development banks are designed to act as 
technological development institutions. Murinde (1996, p224) says: "Since development 
banks finance industrial projects which need industrial equipment and technology, then they 
can serve to fill this gap and shape the type of technology needed. ". 
Development banks should have technical capability to assess the trends of 
technological development which are taking place in each country and elsewhere. This way 
they can suggest alternatives to the entrepreneurs to see which is maybe more appropriate and 
suited to local circumstances. In case the proposed project needs to import technology then 
development banks should help the projects to import technology which is able to operate, 
be maintained, repaired and adapted to indigenous conditions. Development banks will gain 
this knowledge and expertise over time by sponsoring different projects in the same sector. 
If they do not have this expertise then they should use the services of technical consultancy 
firms in the field, (Murinde, 1996, p224). Bhatt argues that development banks should not 
wait for projects to come to them for assistance, rather, they should create projects that are 
consistent with the overall (explicit or implicit) national development strategy, (Bhatt, 1975, 
p48 and Diamond and Raghavan, ed.; Bhatt, 1982, p22). Development banks have to take 
the initiative in establishing these projects even if it needs the co-operation with the relevant 
institutions, including the state agencies. The development pro-active functions do not have 
to be solely in the private sector. 
Development banks takes a primary role in financing high risk projects. Greater 
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returns are necessary to attract liquidity to risky investments, (Yaron, 1992, p9). Also, 
"Development banks are often forced to finance high risk projects (a new technology or 
industry) which do not fulfil eligibility criteria on commercial banking terms: weak financial 
structure, little or no available security, the borrower has little track records, etc", (Germidis, 
Kessler and Meghir, 1991, p69). Sometimes these projects ask for extended grace periods 
or take equity in addition to exten ding loans, which means increasing exposure even more. 
Maintaining financial viability become increasingly difficult. Development banks becomes the 
financiers of last resort and finance those projects which are unacceptable to the private 
sector. 
Development banks are viewed somehow also as an instrument of government policy. 
The government provides long-term finance (debt or equity which the capital market cannot 
or will not provide) for bankable development projects in industry, agriculture, services, 
infrastructure. This shows that the development banks have the unenviable task ofreconciling 
national development concerns (in theory, at least) with banking profitability criteria. 
All the previous discussion shows that development banks are neither so narrow in 
scope as to be limited to institutions financing profit-oriented private-sector investment 
projects only, nor so broad as to be a general channel through which funds are directed to any 
development-oriented project or program. Development banks function between these two, 
(Kane, 1975, p14). Hence, the functions of development banks are as follows: 
1) Operating in a country planned economy to accelerate development and promoting the 
modem sector in the economies of developing countries. 
Fostering the development of enterprises in different fields like industry, agriculture, 
commerce and finance. 
3) Act as a catalyst in promoting the objectives of the developing countries such as 
accelerating industrial development, creation of new employment opportunities, 
increasing the value of agricultural production, and assistance in promoting public 
enterprises. 
4) Giving financial assistance for specific projects and rendering technical advice in 
carrying out feasibility studies and projects implementation. 
5) Rendering technical assistance to govermnent-sponsored projects especially in the 
areas of resource allocation, mobilisation, management and in project appraisal and 
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supervision. 
6) Mobilisation ofboth domestic and foreign resources needed in econon-dc development. 
7) Work as a means of channelling exchequer funds and private domestic savings into 
industry. 
(World Bank Symposium of 1979, Knapp, 1980, pp30-50) 
These functions also differ from country to country and from time to time according 
to economic and social objectives. 
4.7 Development Banks in the Least Developed Countries 
Although the idea ofdevelopment banks started in the industrialised countries to foster 
development specially after World War II, LDCs are now more concerned and enthusiastic 
about development banks. The reasons for this are as follows: first, the financial system in 
most the LDCs does not offer or provide financial institutions that could provide longer term 
capital for development purposes. The private sector in most LDCs lacks intermediate and 
long-term funds for investment as commercial banks are providing short-term loans to 
industry. Securities markets are not well developed in most LDCs, (Kariisa-Kasa and 
Murinde, 1995, p13). Second, in most of the LDCs government intervention in the 
development process is important and significant. But most ofthe government administrative 
processes of the LDCs are characterised by bureaucracy and corruption, (Kariisa-Kasa and 
Murinde, 1995, p 13). Hence the development bank can provide an alternative to government 
intervention in the identification, appraisal, promotion, financing and implementation of 
development projects. Third, since the main objective of the development bank is to aid the 
industrialisation process in developing countries through financing development projects, 
(Kariisa-Kasa and Murinde, 1995, p13) then it is believed that development banks are in 
position to link science and technology to economic and industrial development, (Murinde, 
1996, p200). 
The global development institutions, especially the World Bank, can channel funds to 
LDCs through the development banks, according to the location and size of the projects to 
enhance development (World Bank, 1994). Second, local development banks can also 
mobilise long-term investment funds by developing local capital markets. Third, development 
banks are expected to strengthen national development strategies by investing in strategic 
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economic regions, (Kariisa-Kasa and Murinde, 1995, p 13). 
Development banks are considered unique financial institutions because they fill a 
conspicuous financial vacuum especially in LDCs. They provide financial services which a 
typical commercial bank in LDCs would not provide such as long term loans for a period of 
10 to 50 years. Also, most LDCs do not have fully developed capital markets, so, the 
development banks are considered an instrument in raising capital for development. 
Development banks may also contain an element of government ownership and intervention, 
and they are flexible in promoting and financing enterprises in the private sector. One of the 
main distinctions ofthe development banks from other financial institutions is that they are not 
obliged to, and do not traditionally, lend to government to finance either recurrent or 
development expenditure; while for example commercials banks may finance the budget deficit 
through purchase of government debt, thus crowding out the private sector, (Murinde, 1996, 
P199). 
4.8 History of Development Banks 
In 1852 the Credit Foncier was established in France, this was the nucleus of a 
development banks. It was a mortgage bank designed to provide long-term agricultural loans 
but it also entered the fields of urban and industrial development, (Diamond, 1957, p23). In 
the same year another financial institution, The Credit Mobilier, started its operation. Credit 
Mobilier concentrated on investment in utilities and industry. The novelty of these 
institutions, was in being joint-stock organisations, mobilising resources by issuing bonds and 
promissory notes, and emphasising long-term investment. The Credit Mobilier had a massive 
influence on Europe's Economy, and the date of its creation was so significant. It was 
considered a revolutionary institution in France with a new spirit. It was private enterprise 
with the main concern of making profits. The founders of the Credit Mobilier believed that 
to improve the welfare of people and have economic development required industrialisation 
and that banks play an important role in this process. It played an important role in promoting 
and financing public works in France, but it ceased operations after fifteen years. It became 
a model for all similar investment banks established in Europe such as in Germany, 
Netherlands, Italy, Belgium, Austria, Switzerland, and Spain. In all of these new institutions 
the main sources of capital were the older banking houses. Those banking houses even 
provided many of their members to the board of directors to these new institutions. These 
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members employed their experience, know-how and the adoption of the investment practices 
and methods of the Credit Mobilier in the new institutions. The role and ffinctions of these 
new investment banks were: 
1) Lending on a long-term base. 
2) Sharing in the equity of many enterprises. 
3) Providing assistance in the form of underwriting and floating security issues. 
4) Contributing in the conversion of enterprises to large scale corporations. 
5) Stimulating public interest in securities. 
6) Providing technical advice, managerial experience and talents. 
So it seems they were acting as banks and investment houses and at the same time 
acting as planners, managers, entrepreneurs and financiers, relying on their share capital not 
only on deposits. Credit Mobilier was, therefore, the prototype of investment banking and of 
today's development banks, (Diamond, 1957, pp25-26). 
In England, the commercial banks originally played the role of investment banks. In 
the United States of America, the banking systems were under the direct support of the 
government, the commercial banks extended loans to manufacturers and farmers repayable 
in instalments. 
After the Civil War, the commercial banks were no longer able to meet the large-scale 
needs of funds for these organisations, and the investment banks became the specialists 
promoting and financing new enterprises. 
After World War L wartime destruction, the effects of depression, the need for 
rationalising industry, social needs and pressures specially in depressed areas created new 
demands; new institutions were created to deal with these problems. The characteristics of 
these institutions were as follows: 
1) Sponsored by the Government. 
2) Had government aid through, for example, low interest rates, interest-free loans, share 
of capital, or guaranteed bond issues. 
3) Under the government directions. 
4) Assisted in reorganising existing enterprises. 
5) Provision of loan capital. 
After World War II these institutions were providing industrial capital on a large scale 
for existing enterprises. But there was a problem for new and small enterprises; self finance 
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was difficult and they did not have the support of the government or the banking system. 
New and small enterprises were unable to issue new securities because they were unknown 
and lacked public confidence. Inadequacy ofmanagement and lack of modern techniques was 
also a feature. The only source of finance for new and small enterprises tended to be the 
individual investor and the private lender. 
For these reasons a new type of institution appeared to assist relatively small 
enterprises. In general they were called "development credit corporations" or "industrial 
foundations. " These institutions first appeared in the United States during World War I. Their 
capital comes from public citizens, donations and voluntary subscriptions of local business 
men. The size of these institutions was very small, non- profitable and operating close to cost, 
having to borrow to re-lend. The role and functions of these institutions were as follows: 
I) Providing funds for lending to industry. 
2) Providing funds to investment in industry. 
3) Buying and building plants for lease or sale. 
4) Giving engineering and managerial advice to small enterprises. 
5) Acting as intermediaries in arranging finance from other sources. 
6) Lending for longer periods and taking greater risk than banks can do. 
7) Taking mortgages as security. 
8) Being members of the boards of the enterprises they finance. 
9) Helping those who are prepared to lend or invest. 
10) Being underwriters and investors in stocks and bonds. 
The 1950s were a period of experimentation compared with the early 1960s when 
there was wide acceptance of the concept of a modified private development finance 
company. In the late 1960s and early 1970s there was a rapid growth in the number of 
government-owned development banks. In the late 1970s a new type of development bank 
(Islamic Development Bank) was created in the oil-exporting countries. Consequently, 
development banks are now mainly domestic public institutions. Their mainjob is promoting 
rapid industrialisation and some are very similar to a planning agency. More will be said about 
these in the next chapter. 
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4.9 Establishing a Development Bank 
To establish a development bank one must examine the economic and institutional 
environment in which it will operates, the obstacles to productive investment and if there are 
any political, economical, social or managerial problems present. This examination does not 
mean that establishing a development bank will overcome all the obstacles and problems, 
because it is only one instrument among many. 
Before establishing a development bank any country should examine the variety of 
purposes a development bank may serve and whether a new investment institution such as a 
development bank is necessary to help stimulate the growth of the private sector. Many 
points have to be taken into considerations before establishing new institutions such as: 
objectives, methods of financing, range of activities, choice of personnel, rates of return, and 
relationship to government and clients. All of these ideas and points are closely interrelated 
and they have to be considered, (Diamond, 1957, p4l). 
A Development Bank is not necessarily the only solution to development problems. 
Another possibility would be to use existing commercial banks directly to provide long-term 
industrial finance. They often participate in industrial financing; the government can induce 
them to go further, for instance, to have special re-discount privileges "by manipulation of 
reserve requirements or by other measures of monetary policy, combined with limits on the 
nature and amount of the banks' resources that could be used for the purpose", (Diamond, 
1957, p42). This method is used in India. Generally, this possibility however, is viewed with 
suspicion because the demand deposits of the commercial banks require a very high level of 
liquidity and, therefore, should be invested on a short-term loan not on a long-term basis for 
industrialisation. Since the commercial banks are restricted to self-liquidating and short-term 
commitments, then consideration has to be given to establish development banks to provide 
long-term industrial finance. So, "rigid regulations to assure the liquidity of the banking 
system resulted in a complete separation of the commercial banking system from long-term 
capital formation and encouraged extensive credit for short-term commercial and speculative 
purposes, without in the last analysis assuring the soundness ofthe system' ', (Diamond, 1957, 
p43). 
When a government sponsors the establishment of a development bank, it is concerned 
with different fields of long-term investment, such as large-scale industry, small industry, 
agriculture, transport, power and urban housing. A development bank could be set up to 
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cover all of these areas or it could be selective. The wider the scope of a bank the fewer 
resources are available for each activity. The more activities the bank is involved in, the less 
adequately the coverage of the economy will be. Recent development banks have had a 
narrower scope, with a limit to their activities over a single sector. 
4.10 Process of Investment in Relation to Development 
Investment is essential to the process of development and considered to be the heart 
of economic development. The economic development of each country goes through different 
levels to reach the development stage. At a lower level of economic development, most of 
the production is carried out by the household which includes self-sufficient agricultural units 
and the family enterprise involved in commerce, services, and small-scale manufacturing or 
handicrafts. At this level whatever investment occurs is financed by the productive unit itself. 
Savings from the family unit are used for investment purposes by the same family unit which 
means saving and investment tend to be synonymous. 
At the second level ofeconomic development, production tends to occur in non-family 
units. This productive unit becomes larger, less family centred, and market oriented. The 
capital needed by these units is too great to be covered by the savings of the owners 
themselves (retained earnings) and it is necessary to seek external financing from others. This 
can be done by the issue of primary securities (debt or equity instruments) issued by non- 
financial economic units. 
It is clear that the process of investment is not simple, it involves saving out of current 
income and transfer of that saving into risky productive projects. Part of the investment is 
carried out by those who save like farmers and the government, another part of investment 
occurs from a transfer of savings from those who save (SU) to those who invest (DU). This 
transfer takes place through the capital market, and it needs institutional savings (which 
include commercial banks, stock exchanges, savings banks, issue houses, etc) to broaden the 
range of investment that can be financed and improve the utilisation of resources; that is not 
just organisations to collect and disburse funds. Financial intermediaries step between the 
savers (SUs) and the investors (DUs) letting indirect financing supplement the direct 
financing. This way advantages will accrue to both savers and investors in terms of greater 
convenience and diversity in liquidity, risk, denomination, and yield of financial instruments 
(discussed in more detail in the previous chapter). The financial intermediary is able to lower 
101 
the real cost to the investor and raise the real yield to the saver while earning a return on its 
own services. But the savers need some safeguards before transferring their savings to these 
institutions to invest them. These safeguards include: sound banking practices and protective 
regulations, laws which permit and facilitate limited liability, and an institution which facilitates 
the transfer of rights and interests. Thus, economic development would tend to be 
accompanied by a corresponding increase in financial intermediation (financial institutions and 
a growing real level of secondary securities). 
From this discussion it is clear that the development banks are concerned with 
economic development and are essentially non-depository financial intermediaries. It is 
obvious that the development bank places itself between investor and saver by acquiring 
primary securities from the investor and issuing various classes of secondary securities to the 
saver. The development banks also stand between the public sector and investors. 
The investment process sometimes is faced with some problems such as: 
1) Shortages of long-term finance or shortage of capital. 
2) Inadequate savings. 
3) Lack of appreciation of new opportunities. 
4) The absence of institutions to mobilise savings. 
5) Inadequacy of financial techniques. 
6) Shortage of technical skills. 
7) Shortage of entrepreneurship. 
8) Shortage of managerial talent to plan and operate an enterprise. 
The development bank is designed to supply one or more of the essential ingredients 
of effective investment and to overcome the problems the investment process is facing, 
(Diamond, 1957, pp16-17). 
4.11 Project Financing 
Projects in developing countries are so important because they are considered the 
means for organising a country's resources (human and material) for investing in development, 
(Baum and Tolbert, 1985, p5). The steps the development bank has to follow before 
financing any projects are: 
1) The bank has to engage in opportunity identification and project development. In this 
stage the bank needs to identify a number of opportunities and choose what it thinks 
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are the best in terms of profitability, economic feasibility and speed of implementation, 
(Murinde, 1996, p22). 
2) It is necessary to identify the sponsor or the person who is going to head the 
enterprise. In this stage the entrepreneur's ability, integrity and commitment have to 
be assessed. Concentration will be on feasibility studies and the capability of 
management. If the project lacks sound management, the proposed project might be 
dropped. All of this suggests that development banks should have the mechanism and 
criteria which will enable them to make good judgement. 
3) The development banks should set a system which will give early warning signals if 
a project is getting into trouble. The development banks can provide their help and 
aid to make sure the project stays on course. This means, there is a need for a close 
bank-client relationship between the borrowers and the development banks. This close 
relationship is important so guidance and financial discipline can be provided whenever 
it is needed. Also, there must be a linkage between the development banks and the 
rest of the economy offering job creation, use of indigenous resources and 
enhancement of local technological capabilities. To fulfil such responsibilities, they 
have to build in-house expertise and skills for good judgement and decision making. 
All of this shows that for a development bank to have a healthy portfolio as Murinde 
(1996, pp222-223) says: "it must get involved through the stages of the project cycle 
and try to promote the project in accordance with the overall goverm-nent targets and 
the bank's own objectives. " 
4.12 Project Analysis Techniques 
Project analysis means a set of procedures and the methodology used in the valuation 
of investment to finance a project in either the public or private sector. The aim of this 
analysis is to determine and compare the costs and benefits ofthat investment. Project analysis 
involves a methodology to analyse project data to yield better decision making, (Murinde, 
1996, p233). 
The concern here is the project appraisal because it is used as a basis for taking 
decisions on lending operations in both medium and long-term loans by development banks. 
Project analysis involves financial and economic analysis. Murinde (1996, p23 6) says: 
"financial analysis quantifies the returns and costs of a project, while economic analysis 
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quantifies the effect of the project or corporate entity on the general economy. " Beside the 
financial and economic analysis techniques there is also social cost-benefit analysis. The 
following section will shed light on these techniques. 
4.12.1 Methods of Financial Analysis 
There are several methods and techniques used to analyse a project, such as: 
4.12.1.1 The Net Preset Value (NPV) Method 
It is the most widely used technique in the financial aspect of project analysis. This 
technique evaluates the investments whereby the net present value of all cash outflows (the 
cost of the investment) and cash inflows (return) is calculated using a given discount rate (a 
required rate of return). An investment is acceptable if the net present value is positive, 
(Murinde, 1996, p236). 
4.12.1.2 The Internal Financial Rate of Return Method 
The internal financial rate of return method is used as an alternative to net present 
value for project or investment analysis. It is determined as the discount rate or a break-even 
rate that equalises the present value of the streams of financial costs and benefits over the life 
of the project, or the benefits of a project are exactly balanced by the project's costs. In other 
words, it is the discount rate at which the net present value equals zero and the discounted 
benefit-cost ratio equals unity, all in financial terms. The financial rate of return measures the 
return or "interest" earned on the capital invested in the project, (Baum and Tolbert, 1985, 
p458). 
4.12.1.3 The Payback Period Method 
It calculates the length of time needed to recoup the cost of a capital investment or the 
time within which a project will have paid back the initial investment outlays. The payback 
period is the ratio of the initial investment (cash outlays) to the annual cash inflows for the 
recovery period. According to this method the project which recovers the initial investment 
outlays more rapidly is preferable. But it has to be noticed that this method does not take into 
account cash flows after the payback period, so it is not a measure of the profitability of an 
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investment project. For this reason, most analysts prefer to use the internal rate of return and 
net present value methods rather than the payback method, (Downes, Goodman and Elliot, 
1990, p4O2). 
4.12.1.4 Cost-benefit Analysis Method 
Cost-benefit analysis is a quantitative technique to help guide investment decisions in 
a systematic fashion. The cost-benefit analysis consists ofthe identification, measurement, and 
comparison of the costs and benefits associated with an investment project, (Baum and 
Tolbert, 1985, p442). This technique of analysis seeks to determine whether the project is 
expecting to provide a satisfactory return to the economy or not and if there is an alternative 
way of achieving the project"s objectives that would offer a higher return, (Baum and Tolbert, 
1985, p419). This technique focuses on the relationship between the benefits and the costs 
of a project in order to yield an indicator on whether or not a project offers good investment 
and should be accepted or rejected, (Murinde, 1996, p260). Most projects which are financed 
by the World Bank, regional development banks, and bilateral aid agencies are using cost- 
benefit analysis techniques in one form or another, (Baum and Tolbert, 1985, p419). 
It is not sufficient to use each procedure or technique in isolation or by itself because 
each method has its strengths and limitations. Rather, the optimal strategy is to use more than 
one method or technique to be able to have better decision-making regarding the acceptability 
of the investment or the project. For example, net present value is more effective if it is 
applied jointly with the payback method, the internal rate of return method and the cost- 
benefit method, (Murinde, 1996, pp276-277). 
4.12.2 Methods of Economic Analysis 
Good economic analysis leads to better projects. The following economic objectives 
may be appropriate: 
4.12.2.1 Maximisation of National Income 
The appropriate framework for the econon-dc analysis of a project depends on the 
objectives that the project is designed to accomplish. The main objective of any country as 
a whole is maximisation of national income. Economists usually refer to this as the 
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ccefficiency" objective (Baum and Tolbert, 1985, p420). 
4.12.2.2 Increase Government Revenue 
When analysing a project, economists are concerned that the project should generate 
adequate funds for its operation and maintenance or contribute to government revenue for 
other purposes, (Baum and Tolbert, 1985, p44 1). 
4.12.2.3 With and Without the Project Measure 
Any project makes use of some input to produce an output ofgoods or services valued 
by a society. This technique of "with or without the project" compares the situation of an 
economic unit or a society if the project is implemented or not. This method also measures 
the additional benefits that can be attributed to the project. The case of without the project 
would show the expected cost increases or benefit decreases in order to reflect fully the 
changes brought about by the project. It should be pointed out that there are situations that 
may be even worse off after a project completion than before it, so it has to show and justify 
the benefit to society with or without the project, (Baum and Tolbert, 1985, p421). 
4.12.3 Social Cost-benerit Analysis and Shadow Prices 
Most policymakers and project analysts have explored the applicability of social cost- 
benefit analysis and shadow pricing techniques. The idea, as Murinde (1996, p265) says is 
"to measure the contribution of the project to socio-econon-ft development, ie, the social 
profitability of the investment". 
Socio-economic development became avery important issue inLDCs in order to have 
a better allocation of investment resources. "It is argued that a socially optimal allocation of 
investment resources can be attained. Investment analysis inLDEs must take into account the 
prospects for net social benefits, ie, the overall direct and indirect social costs and benefits 
must be included. For that purpose, it is necessary to measure all the inputs and outputs of 
the project in physical terms. The valuation is carried out at social prices which equal 
accounting prices", (Murinde, 1996, p267). 
Shadow prices (also referred to as accounting prices) measure the value of a 
commodity or service from the viewpoint of the economy. ' 
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4.13 Financial Sources of Development Bank 
There are different financial resources for the development banks. These resources 
can be grouped into three main sources: 
4.13.1 The Domestic Government 
The main development banles resources tend to come from the government either 
directly (annual appropriations or treasury advances) or indirectly (through guarantees for 
international and foreign loans, waiving their right to dividends, tax concessions or exemptions 
for the bank or for the dividends it pays, and various other incentives). The government 
provides a development bank with a fund (in the form of lump sum allocation or subscription 
to share capital) to help at the stage of the creation and to stimulate private investment. This 
fund is supposed to revolve with repayments of loans and revenue from interest supplying 
fresh fiinds for new investments. "The financial basis of these development institutions which 
have the status of a limited (liability) company is, of course, their share capital which may be 
subscribed either totally or in part by the local government", (Harlander and Mezger, 1971, 
p23). The World Bank requires a national majority in the equity of a development institution 
to which it gives financial assistance. 
The central government uses the development bank as an efficient means of 
transferring development resources to sub-national governments for designated areas of 
development financing. Thus, public-sector funds are being made available through the 
development bank to private-sector investment projects. 
Some governments make available "agency funds" to development banks. Agency 
funds are money owned by government and usually intended for use in promoting economic 
development in different ways such as providing equity capital where it is especially scarce 
financing export industries and other development-oriented special projects, financing a 
particular sector for political reason and providing funds for high risk investment that the bank 
would ordinarily not make from its own capital. The development bank acts as a managing 
agent for government in investing these funds in industry according to agreed conditions. 
Sometimes the government imposes constraints on how the fiinds are to be used and 
sometimes it lets the banks invest them as they do with their own resources. 
Another source for the Development Banks is the quasi-equity. This is long-term (25- 
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30 years) government loans, interest-free and subordinated to the share capital and / or other 
debts, with a grace period of 10-15 years. Such loans play an important part in raising the 
bank's borrowing power, (Harlander and Mezger, 1971, p25). 
4.13.2 Private Domestic Sources 
The second source is private capital which comes from banks and other financial 
institutions to provide the equity of most development banks. Those who invest private 
capital are usually willing to accept a lower rate of monetary return than they might obtain in 
some other alternative investment opportunity. By doing so, these investors are sacrificing 
the monetary return for the social return the development bank is undertaking. In a sense they 
are trading off some profit for economic development. They accept this lower direct return 
because they also expect to obtain an additional indirect return in the form of social benefit 
and return. These private investors, especially corporate investors, expect that their primary 
business activity will benefit economically and politically in addition to the direct monetary 
return on the funds they have extended to the development bank. 
Another source of funding for the development bank is borrowing. The borrowing 
power of a development institution is often fixed in its statutes or by-laws, either in absolute 
amounts or, more likely, in relation to its paid-up share capital and free reserves, (Harlander 
and Mezger, 1971, p25). The World Bank, as a rule, requires an initial debt: equity ratio of 
3: 1 from the development institution to which it makes a loan, (Harlander and Mezger, 197 1, 
p26). 
The financial policy of the bank (which focuses on capital structure and profitability) 
has to be set to meet the goals and expectations of its shareholders and creditors beside their 
own goals as a development bank. The shareholders like to be sure that the development bank 
covers all its costs (like administration and bad debt) and earns a surplus sufficient to offset 
any unforeseen contingencies. 
Most development banks and corporations are supposed to build up reserves from 
revenue surpluses or profits. When the bank or corporation has a share capital, a conflict may 
arise between the interests of its shareholders and the strengthening of its resources for further 
development financing. If private capital is to be attracted, the paying of a reasonable 
dividend is essential. Some consider a 50: 50 distribution of profits to be practicable as a rule 
of thumb. It is very essential indeed to distinguish between reserves for special or general 
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losses and retained profits. Only the latter are genuine reserves which, together with the paid- 
up capital, form the bank's own resources, (Harlander and Mezger, 1991, p28). 
In addition to this, if the shareholders are private investors they expect to receive a 
reasonable return on their investment in the form of dividends; on the other hand, the creditors 
are concerned for the safety of their investments with the development bank expecting it to 
have the necessary funds for servicing its debts. The development bank goals are growth and 
survival. Growth for the development bank means increases in the volume of its investment 
operations and survival whenever it meets bad circumstances. 
4.13.3 International Sources 
The third source is foreign capital in the form of either loans, equity, or lines of credits 
from international lending institutions. This international source comes in three forms: 
a) International andMultinational Agencies 
The international agencies such as the World Bank Group and the multinational 
agencies such as regional development banks supply financial resources to national 
development banks for the purpose of stimulating economic development. These 
agencies get their own funds from capital markets, and from grant allocations from 
member-country governments. This grant is often made to development institutions 
in connection with technical aid such as research and project appraisal, initial 
operating expenses and the like, (Flarlander and Mezger, 1971, p25). Those agencies 
make funds available to national development banks and levy an interest charge. This 
interest charge reflects the interest costs and the administrative costs for the agencies 
and it is below what the national development bank would have to pay if it went 
directly to the capital market itself 
Foreign Governments 
Foreign governments and their agencies make funds available to development banks 
on concessionary terms. Funds are given to the developing country which will be 
allocated to the development bank. The development bank will use allocated funds 
to help in economic development. These funds are often given under a strongly 
political context. 
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C) The Foreign Private Investment 
It is obvious that the development banks receive their funds from one or more sources. 
If development banks obtained their financial assets from governments and 
international sources then usually they carry a substantial concessionary element in the 
interest cost to the bank. If the funds are obtained from private sources then it will 
be also, usually, below-market interest rates. Development banks' resources are 
obtained at relatively low costs and those banks in turn are in a position to pass along 
the interest-cost saving to the projects which they finance. Development banks' 
resources should thus be made available at a subsidised interest rate. When a 
development bank relies heavily on government sources of funds, it should charge a 
lower interest rate than a bank which relies more on private sources of funds. Then, 
a private development bank might be expected to charge a higher interest rate to 
reflect the higher cost structure of its funds than the public bank. But, even though the 
private bank's rates should be less than the going market rates, (Kane, 1975, pp28- 
29), in general it should be made as a rule that the cost of capital funds, rather than 
type of bank ownership, should be the primary determinant of development bank 
interest charges. 
4.14 Forms of Financing by Development Banks 
The form in which the development bank channels capital to invest in industry depends 
upon its statutes, by-laws, etc. In general, these forms involve debt or equity instruments, or 
a combination ofboth. It is preferable that the bank has as many financing options as possible, 
so it may tailor each financial package to the needs of its clients. "The provision of medium- 
term and long-term capital for investment is the focal point around which the bank's other 
activities revolve. Such capital is a necessary condition for economic development. The 
provision of capital requires that the bank have a supply of loanable funds available and that 
there be an effective demand by entrepreneurs for these funds. The bank's supply of funds 
and demands for them are influenced by the market supply and demand for capital", (Kane, 
1975, p32). 
Some of the development banks authorise only conventional fixed-interest loans and 
others permit equity investments or loans convertible into equity. Development banks 
generally try to tailor their financing to the applicant's requirements beside other 
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considerations: "A development bank can provide capital as loans or as equity in some 
intermediate form, for instance in preference shares or at a fixed rate plus bonus stock or a 
share of profits", (Diamond, 1957, p5l). Some development banks (specially if they are 
private development banks) prefer equity investments for the following reasons: 
1) To protect its capital. 
2) To spread the benefits of financial assistance as widely as possible. 
3) To help widen the channels through which savings can be directed to industrial 
investments. 
4) To protect itself against inflation. 
5) To share in the profitability of successful enterprises. 
6) To have protection against possible losses on other investment. 
7) To develop the capital market by selling equity out of its portfolio. 
8) It may have tax advantages for a bank which is not tax-exempt. 
Some believe that equity investment is too risky for a private bank in the initial phase 
of operations, and it involves a higher degree of illiquidity than debt. But after years of 
operations for the enterprise, equity investments have many advantages as mentioned earlier. 
Other development banks prefer loans to private enterprise for the following reasons: 
1) To build up reserves. 
2) To service borrowed capital and pay dividends on its share capital. 
3) To meet administrative expenses. 
This shows that the income from a loan portfolio has more appeal because it is regular, 
certain, and immediate income than the uncertain returns on equity investments: "Lending in 
fact makes up the bulk of the financial activities of most development banks", (Diamond, 
1957, p5l). 
The form of investment is not always the bank's choice alone because the choice of the 
applicant enterprise has to be taken into consideration. For example, some businessmen are 
reluctant to share their ownership so they prefer loans to share equity even if it is more costly. 
This reluctance is based on several reasons: first, they think that their business was established 
by their efforts, so they wish it will remain under their name only. Second, they might have 
inherited their business, so they are keen for it to remain in the family as a sign of power and 
security. Third, most entrepreneurs are reluctant to give up any of their authority to the 
equity providers. All ofthese psychological obstacles can be removed gradually if some effort 
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has been put in to educate both the potential investors and the entrepreneurs, (Hajar, 1989, 
p59). There maybe tax consequences associated with equity participation. Borrowingcould 
be less costly than issuing new shares for the client because interest on debt is a business 
expense deductible from gross earnings. 
Another consideration which has to be taken into account also is if the bank is private 
then it is constrained in providing equity by its own debt/equity ratio. Ordinarily the private 
development bank would prefer not to subscribe to industrial equity which, in the aggregate, 
exceeds its own equity. To do so would impair a portion of its debt repayment potential. A 
private development bank must pay dividends even if it has large sums of government money 
which means its main concern is return. " Loans may yield lower returns but they will yield 
them more quickly than equity investment", (Diamond, 1957, p53). If the bank is a public one 
then it is much less likely to be concerned with this constraint in deciding how to make its 
resources available to industry. 
A third category of resources which is unique to development banks is quasi-equity. 
This quasi-equity is a long-term debt fund that has been provided by government to the bank 
free of interest or bearing only a nominal rate. The feature of these funds is that they are 
ranked either subordinate to equity in the event of liquidation or pari passu with it. The 
World Bank requests these funds for most of the banks it is associated with. Sometimes the 
development banks like to expand their debt/equity ratio (which is normally 3: 1), then such 
debt can be counted as quasi-equity by expanding the effective equity base and substantially 
increasing the borrowing potential of the bank, (Kane, 1975, p52). 
After all of these considerations, the most appropriate capital structure for an 
enterprise is very important as it determines the form in which a bank can best provide for 
financing. Boskey suggests that equity is the most appropriate form of financing for a new 
enterprise, but it is the riskiest for the bank and until the enterprise becomes a going concern 
their shares will be the hardest to sell. Sometimes the enterprise prefers to borrow for the 
reason mentioned earlier and it permits a more rapid turnover. Loan financing may coincide 
with the initial preferences of both the enterprise and the bank. If the enterprise needs to 
expand and needs more capital then both the bank and the enterprise may prefer equity 
investment. In this situation the bank would share in the growing enterprise's profits and the 
enterprise would have a broader base on which to borrow from other sources. In this case 
initial financing by way of convertible debentures has been found particularly appropriate. 
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Another factor which affects the form of financing is the rate of inflation. Inflation 
reduces the real value of debt and the income stream from it. Rapid inflation may eliminate 
the real value over a period of years. If inflation is rampant, the bank may protect itself by 
lending with a dollar clause in the contract which maintains the real value of the loan. 
After determining the form of an investment the bank must decide about related 
considerations such as: the rate of interest, the foreign exchange risk when the bank is lending 
foreign exchange, the voting rights, board representation, and the amount and types of 
security to be pledged. "To lend safely is important but not always easy. In normal banking 
practice, a loan must be secure and the security available may be insufficient to cover 
adequately the funds required. This is often the case with a new enterprise, and results in the 
accusation that only the rich can borrow. Sometimes satisfactory security is not legally 
available", (Diamond, 1957, p5l). 
While a development bank is likely to insist on security but in reality what counts more 
is itsjudgement of the borrower, his character, his background and his experience, rather than 
the security that the DU is able to provide to the SU which in turn will determine whether he 
gets the loan or not. Since the development bank puts more concern on the earning capacity 
of the DU and less on security, it opens the way to equity investments and it starts to provide 
the required capital on this base rather than loans because "fixed debt beyond a certain level 
might place an intolerable burden on development banks", (Diamond, 1957, p52). The 
development bank has to be prepared to take equity participation in addition to making loans. 
But, obviously the ability of a development bank to participate in the equity of enterprises will 
depend on the circumstances of the country and the degree of its capital market development. 
There is no one type of financial instrument which is likely to be suitable for all cases 
the bank has to finance. A development bank has to be able to adopt its methods of providing 
finance to the circumstances, the risk involved in the project, and the potential growth of the 
enterprise to be financed, (Diamond, 1957, p54). 
4.15 Financial Policies of Development Banks 
To set financial policies of the development banks, the issues which have to be taken 
into consideration to meet the shareholders, the creditors and the bank goals are as follows: 
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4.15.1 Debt-Equity Ratio 
Some development banks are wholly owned by governments and others are private. 
Those owned by the governments are not concerned about the adequacy of their equity base 
because their borrowing come either directly from the government or is guaranteed by the 
government. In contrast the private development banks are particularly conscious of their 
equity base. This strong equity base is essential "to provide an appropriate cushion against 
possible defaults and a base for some earnings unencumbered by borrowing costs, " (Diamond 
and Raghavan, ed, Gill, 1982, p215). The lower the equity bases in relation to borrowing, the 
lower the interest coverage ratio can be. An interest coverage ratio of 1.3: 1 would be 
necessary for a prime credit rating, (Diamond and Raghavan, ed, Gill, 1982, p215). 
The development banks should make equity investments themselves. According to 
investment policies, the development banks' equity investments should not exceed their net 
worth. The investment policy suggests that individual equity investments should be limited 
to not more than 10 percent of the net worth of the bank. At the same time the lending policy 
suggests that the maximum size of a loan should not exceed 25 percent of the bank's net 
worth. Thus the equity base of a development bank should be as large as feasible, ownership 
should be diversified, and a reasonable leveraging of debt is important to maximise profits, 
(Diamond and Raghavan, ed, Gill, 1982, p216). 
The mixes of the capital structures of a development bank when it is launched follow 
the rule of having debt-equity ratios of 3: 1. This limit isjust a rule ofthumb but it differs from 
bank to bank and from country to country and it is hard to attain for a new bank. It takes 
several years for an institution to build up its portfolio and to reach the limits of its debt. In 
cases in which the debt-equity limit has become an important issue, the reasons appear to be 
either the erosion of the borrowing base or the loss of leverage, (Diamond and Raghavan, ed, 
Gill, 1982, p198). 
4.15.2 Direct Versus Indirect Financing 
Development banks like to concentrate on mobilising resources directly through the 
sale of their own financial instruments. The benefits of this means of financing are as follows: 
it costs less, it is easy, and it maximises the size ofthe institution' s own total assets. All of this 
will improve its image in domestic and foreign markets. This direct method of financing 
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depends on several things such as governmental policies, the banles creditworthiness, and on 
the institutions or individuals having funds to invest in such banks. 
The development banks also have the possibilities ofindirect financing which include: 
seeking financial participants in new projects to reduce its own commitment to the project, 
revolving the portfolio ofthe bank more quickly, and helping open up other sources offinance 
for the companies it assists. 
Obtaining indirect financing is not only advantageous to the development bank, it also 
contributes to strengthening the domestic money and capital markets, (Diamond and 
Raghavan, ed, Gill, 1982, p218). 
4.15.3 Interest Rate 
A major portion of the income of a development bank is derived from interest on its 
loans. Interest rate policy determines the sources from which the development bank can 
mobilise its resources. This policy (deposit and lending rates in the country) is not determined 
by the development bank rather it is determined by the government, either themselves or 
through the central bank, as part of their monetary policy: "Even if the decisions do not 
specifically cover lending rates of a development bank, the development bank, which is only 
a part of the financial structure, would have to fall in line, because it has to compete with 
other institutions, to a limited extent for its resources and, to a large extent, for its clientele", 
(Diamond and Raghavan, ed, Raghavan, 1982, p204). Within this policy the development 
bank should charge interest rates which reflect the cost of mobilising resources either in 
domestic or foreign markets and the opportunity cost of capital in the country. 
In the context of high rates of inflation, loans of the development banks to its clients 
should pay positive real rates over the life of the loan. To overcome this problem loans have 
to be indexed for inflation which means development banks should be prepared to pay variable 
rates on their own borrowing. "If a country continues to experience rapid rates of inflation, 
sooner or later an adjustment would need to be made in the exchange rate of its currency. The 
repayment liability of its clients for the foreign currency loans guaranteed by the development 
bank would thus correspondingly increase, " (Diamond and Raghavan, ed, Raghavan, 1982, 
p204). 
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4.15.4 Proritability 
Usually shareholders are concerned with profitability, so private development banks 
have to be conscious of their responsibility to their shareholders. Generally the development 
banks have achieved a reasonable and satisfactory level of profitability and the reasons for that 
are principally: the efficiency of their operations and the concessional finance from 
government and various aid agencies. Naturally private development banks are more inclined 
to distribute dividends than those entirely owned by governments. But both private and 
governmental development banks have to pay attention to the profit margins on their 
operations to assure their profitability: "The profitability of a development bank depends on 
the profitability of the portfolio. If the projects are profitable, the income of the bank 
increases and so does the return on equity which focuses attention on the efficiency of the 
bank in earning profits on behalf of its ordinary shareholders. It has been noted that when 
strict accounting standards are applied, most development banks are not profitable because 
of overdue accounts and low provisions, this is particularly the case when subjective methods 
of provisioning policies are used. Performance tests are the essential means of ensuring not 
only a project's financial viability but also discipline that will encourage its efficient 
management and use of resources", (Murinde, 1996, p217). 
4.15.5 Allocation of Profits 
Any development bank is concerned about how much ofthe profits should be paid out 
as cash dividends to shareholders and how much should be transferred to reserves. When the 
development bank has significant private share holding, a cash dividend is a very important 
factor to attract additional share capital. But this consideration is not relevant to the public 
development bank. The level of reserves is important for both creditors and shareholders. 
For the creditors, it is a cushion against a disastrous fall in the flow of cash needed to service 
debt. For the shareholders, it is a cushion against impairment of share capital with its 
attendant legal implications, (Diamond and Raghavan, ed, Raghavan, 1982, p205). This 
reserve works too as a substitute for additional share capital because it can be used as a base 
for additional borrowing. Reserves also can be used to maintain the financial integrity of share 
capital by compensating its value in case of inflation. 
The policy of the allocation to reserves may vary from year to year and from bank to 
116 
bank; but the general consensus among development bankers is that the allocation policy 
should be to transfer approximately fifty percent of profits to reserves. (Diamond and 
Raghavan, ed, Raghavan, 1982, p206). 
4.15.6 Liquidity 
Profitability will be affected by the amount of liquid funds maintained by the 
development bank. It is difficult to estimate the various elements that make up the flow of 
funds of the development bank. For example, disbursements are linked to the progress in the 
implementation ofprojects. While receipt ofloan instalments, interest, and dividends on share 
investments depend on a project's fortunes. Raghavan. says: "If a development bank accepts 
savings and fixed deposits, their levels may be subject to day-to-day fluctuatione' (Diamond 
and Raghavan, ed, Raghavan, 1982, p206). Since inflows and outflows may differ in amount 
and time, it is important to maintain adequate liquidity. This adequate level of liquidity is up 
to the development bank to decide upon from its experience. The cost of an overcautious 
policy reduces profit because the return on short-term investments normally is low. The 
management of a development bank has to be aware how and where to invest in the short- 
term, for example, in government paper, bridging finance, and the interbank call market all of 
which are risk-free avenues available for improving the yield on short- term investments. 
4.15.7 Financial and Administrative Costs 
Financial and administrative costs are the main factors that affect profitability. The 
financial costs are typically out of the control of the development bank because it has no 
choice but to pay the charges set by the providers of funds. But the development banks can 
reduce their financial costs by having alternative favourable sources like selling participation 
certificates for some of its investment, accepting savings and fixed deposits from the public, 
and negotiating lines of credit through export financing institutions. 
Administrative costs are more controllable by the management ofa development bank; 
these expenses are high in the initial years and tend to decrease as the development banles 
portfolio builds up. These expenses are generally in the range of three to four percent for 
younger and smaller institutions and one to two percent for older ones. The administrative 
costs will be higher if the development bank devotes considerable effort to sector studies, 
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advisory services, promotion, and technical assistance, (Diamond and Raghavan, ed, 
Raghavan, 1982, p203). 
4.15.8 Portfolio Risk 
All investment projects have some form of risk. But, unfortunately "There is no 
objective or scientific method for making an evaluation of the portfolio risk. The risk of 
insolvency or default by an assisted concern is a commercial risk, and can be dealt with as 
such if it arises because of difficulties connected with the specific projects or concern", 
(Diamond and Raghavan, ed, Raghavan, 1982, p200). Any investments are affected by 
different internal (such as inherent defects in the concept, execution, or operation of assisted 
projects) and external factors (such as changes in commercial or exchange rate policy at home 
or abroad, or any political instability) which increase the risk of investments and there is no 
fully accurate method for predicting any events or their consequences. DFCs take high 
financial and commercial risks, whichwould normallyrequire high expected returns, according 
to capital market theory. This implies that a higher test discount rate should be used for 
higher-risk business decisions, (Kitchen, 1986, pp 124-125). 
Also, DFCs need a well-diversified portfolio of loans and equity stakes so that they 
can diversify away specific risk. Doing so will make the DFCs more able to achieve 
consistently improving financial results, which in turn will assist in raising further funds, and 
enable them to steadily increase their lending and investment, (Kitchen, 1986, p 125). 
4.15.9 Provision for Bad Debts 
Since the performance of the development banks fluctuate from year to year, some 
banks prefer to have provisions for bad debts spread over a longer period. By doing this, the 
development banks will not have a severe drop in profits in a particular period. While others 
prefer to make provision for bad debts only when they feel losses are imminent. These bad 
debts should be treated as a cost and be charged to the income statement. In the balance 
sheet, there would be a corresponding reduction in assets. 
4.16 Bankable Development Projects 
Any developing country has a set of potential development projects and programs in 
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any given period of time. These development projects and programs can be classified into 
either of two groups; bankable and non-bankable development projects. 
The bankable project is the one which is profitably self-financing. A profitably self- 
financing project may be considered as an investment which will generate enough income 
within a specified period of time to: 
1) Repay the principal of the banles loan. 
2) Pay the interest charges of the loan. 
3) Cover the cost of operation once the plant begins operations. 
4) Leave a residual profit large enough to induce the entrepreneurs to undertake and 
remain with the operation. 
This concept of bankable projects is not valid for all projects. Rather, it applies more 
to those investments in privately owned productive units, (Kane, 1975, p 18). 
The non-bankable development projects are those projects which have higher social 
returns than economic returns or what are called developmental returns. Such projects include 
health care, education, social welfare, etc, normally labelled "social consumption". These 
projects are considered non-bankable because they are not profitably self-financing, rather 
they need continuous finance for their operation. For this reason, then, these projects either 
are financed by the government as part oftheir national planning program, or get international 
support in the forms of grants or gifts, or are financed by the development banks as long as 
the principal and the interest rate can be paid back to the bank. 
Dividingthe projects into bankable and non-bankable development projects brings into 
focus the conflict-of-purpose of the development bank. Since it is a bank then it must restrict 
itself to only bankable development projects. This mean it is precluded from involvement in 
all non-bankable development projects, but these projects might be crucial for development. 
The bank's development purpose comes into direct conflict with its function as a bank, (Kane, 
1975, p17). Boskey formulates this conflict by saying: "All 'bankable' projects are not 
necessary economically important, nor is every economically important project necessarily 
'bankable"', (Boskey, 1959, p5O). Kane thinks that this conflict has been overemphasised and 
argues that a bankable project is one that is profitably self-financing. But the question is how 
does the bank distinguish between bankable and non-bankable projects? Kane says: "the 
bankable project can be distinguished at the margin from non-bankable projects by whether 
it is able to repay the principal plus at least a minimum interest rate according to a 
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predetermined schedule", (Kane, 1975, p2 1). Those who can pay the minimum are marginally 
bankable; and those who fall short of paying the minimum are marginally non-bankable. The 
value of this minimum interest should be the sum of three components: administrative and 
operating costs plus the interest cost which the bank must pay to obtain its own funds plus a 
risk premium for each project loan. Theoretically, each project has its own risk premium and 
therefore the minimum interest should vary from project to project. But in practice, 
development banks usually charge a single interest rate. The development bank should set its 
own minimum interest charges so it can cover all these costs. If they do not do this then 
capital impairment will occur. The bank's policy should be set in a way to avoid capital 
impairment and to offset random capital losses from bad debts which sometimes occur. 
The development banks can also make interest-free investments without suffering 
capital impairment. This is considered a subsidy from the development bank to the different 
investment projects. The subsidy can be in two forms: One is a direct allocation which is 
made to cover the bank's administrative expense and interest cost. The other one is an 
indirect subsidy. This is done when public sector funds are made available to the bank at 
interest rates below the opportunity cost of such fiinds. In both cases, the development bank 
is expected to pass the subsidy onto the projects it finances in the form of reduced charges, 
(Kane, 1975, p22). 
In general, most banks do not restrict their range of activities simply to bankable 
development projects or profitably self-financing ones. Banks, usually consider government 
and consumer loans to be sound bankable projects. What the bank does expect is that the 
borrower will be able to repay the principal plus interest according to a prearranged schedule 
from the borrower's income regardless of what the source of that income might be. This 
principle of financing applies to both development banks and to commercial banks. 
Development banks do not deal with individual consumers or in personal consumption loans, 
rather, they provide financing for "social consumptioW'. Many projects which increase social 
consumption have a high development impact such as the financing of hospital and school 
construction, urban housing, water and sewage systems, roads, and similar social investments. 
None of these projects can be expected to generate enough income to constitute a self- 
liquidating investment. But, as long as the borrower (local government, public agencies) has 
other sources of income from which the loan can be repaid, it can be considered a bankable 
project, (Kane, 1975, p1g). 
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A bankable project can be defined as one for which the principal and interest can be 
expected to be repaid according to a predetermined schedule. Bankable projects for 
development banks are not necessarily restricted to those which are self liquidating. Any 
project with a significant impact on development should potentially fall within the scope of 
development bank financing, subject only to the constraint that it can reasonably be expected 
that borrowers will be able to repay the loan. The bank may not obtain full repayment of 
principal and interest on each individual project but should attempt to do so over a range of 
projects. Projects will compensate each other. The bad-debt losses on some projects will be 
offset by higher returns from others. The inherent nature of banking is that bank funds 
revolve, which means it is invested, repaid, and reinvested. A properly operated bank, 
including the development bank, must be able to circulate its funds without impairment. 
4.17 Choices of Projects 
The development bank has to make several kinds of decisions before financing any 
development projects. Initially it has to determine whether the project it has to finance is a 
development project or not. This is determined via reference to the bank's charter, by-laws, 
policy statements, and so forth, (Kane, 1975, p 19). From a development point of view, "the 
development bank ideally wants to select those projects which will have the largest catalytic 
impact on economic development", (Kane, 1975, p 19). The development bank looks at the 
expected rate of net monetary return of each project and the ability of that project to pay back 
the principal and the interest charges to the bank. Projects are ranked accordingly; this 
ranking is called "interest-rate scale", (Kane, 1975, p9). 
The development bank should also channel its resources to the projects which are 
expected to have a maximum impact on economic development. Such projects are looked at 
and considered according to development criteria. These criteria will vary from bank to bank, 
from time to time, and from country to country. A representative group of these criteria 
would include: 
1) The priority assigned by the national development plan. 
2) Foreign exchange cost incurred in the investment. 
3) Foreign exchange requirements once production begins (such as acquisition of 
imported raw material). 
4) Foreign exchange savings from reduced product imports or foreign exchange earnings. 
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5) The number and kind ofjobs that would be created and the availability of domestic 
personnel to fill them. 
6) The tax flow accruing to government from operations. 
7) The linkage effect for other industries both forward and backward. 
The development project based on the above criteria may be expected to yield a large 
social benefit, yield only a marginal monetary return on invested capital, if indeed any such 
return is forthcoming at all. The development bank finds itself in a continual conflict-of- 
purpose situation. Its purpose or goal of stimulating economic development may come into 
direct conflict with its purpose of functioning as a bank, (Kane, 1975, ppl5-16). 
Again, all projects under consideration have to be ranked according to their expected 
development impact. This measurement is called the "development-impact scale". When the 
bank chooses any projects they have to be bankable development projects; it has to consider 
both developmental and banking criteria together. Kitchen points out: "identifying or 
defining projects which are simultaneously 'bankable' and 'developmental' may not be easy 
in practice", (Kitchen, 1986, p122). 
All the previous discussion shows that the development bank has to choose its 
investment projects faced with two sets of criteria: banking criteria (financial viability of the 
project and its capacity to repay) and development criteria (its contribution to the 
development strategy adopted by the country). Bhatt thinks a development bank has no 
rationale for its existence unless it looks to national advantage, because the development bank 
functions are not merely banking but also promoting industrial development, (Bhatt, 1975, 
p46). But the problem is how to develop criteria which reflect national advantage? It is 
obvious that these criteria can be driven by the reference to the development objectives, 
strategy and policies of the country. These criteria are considered tools for decision making; 
they are not a substitute for decision making, (Bhatt, 1975, p46). These two sets of criteria 
put the development bank under pressure of what is called a "conflict-of-purposes" situation. 
Actually, "unlike other related economic organisations, the development bank must seek to 
achieve its purpose of functioning as a banking institution. As a "development institution", 
it should deal with those projects with the highest ranking on the "development-impact scale". 
As a "banking institution", it should finance those projects with the highest ranking on the 
"interest-rate scale", (Kane, 1975, p20). If a project has high ranking on one scale and low 
ranking on the other, then the goal of maximising marginal social benefit through financing 
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development projects comes into conflict with the goal of maintaining a sound banking 
operation. 
This conflict situation brings two criticisms of the development bank in acting as an 
effective development institution. These two criticisms are "project-exclusion" and "profit- 
maximisation". To put them on a scale, the "project- exclusion" criticism occurs at the lower 
end of the "interest-rate" scale and the "profit- maximisation" at the upper end. Figure 4.2 
shows this more clearly. 
a Banking Criteria Developmental Criteri 
j 
Profit - Maxi-mi-za-bo-n) Social - Benefit 
MaArnization 
Monetary Return Social Return 
Project - Exclusion 
Interest - Rate Scale Development - Impact Scale 
Figure 4.2: Banking and Developmental Criteria 
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It is obvious from the previous discussion that the development bank should finance 
only bankable development projects; and that it should revolve its funds through bankable 
development projects without impairment. All non-bankable projects are excluded from its 
consideration even if they are important or crucial for economic development. The bank is 
subject to the project-exclusion criticism which means it excludes from its financing projects 
which rank high on the development-impact scale. If this happens, then the rejection of these 
non-bankable projects could lead to a mis-allocation ofdevelopmental resources and a slowing 
down of economic development. 
The profit-maximisation criticism focuses on the upper end of the interest-rate scale 
not like the project-exclusion criticism which focuses on minimum interest charges. The 
development banks instead of setting low interest rates to make capital available to a broad 
range of potential projects set interest rates above the minimum placing more stress on their 
net monetary return or profits. Since interest rates are generally market determined and the 
medium-and long-term capital funds are scarce then the market rate may be quite high 
compared to the minimum rate. At the same time, as much as the development bank is 
concerned with the monetary return criteria in making its investment decisions it is likely to 
end up financing more projects which rank high on the interest rate scale and low on the 
development-impact scale (Kane, 1975, p23). 
4.18 Classification of Development Banks 
Development banks are classified by type of ownership as follows: 
1) Private banks: all the capital stock is owned by the private sector and the operating 
policy is under private sector control. 
2) Public banks: all the capital stock is owned by the public sector and the operating 
policy is under public sector control. 
3) Mixed banks: some capital stock is owned by the private sector and some by the 
public sector. 
4) Private-leaning mixed banks: the majority of capital stock is owned by the private 
sector and the operating policy is dominated by the private sector. 
5) Public leaning mixed banks: the majority of capital stock is owned by the public 
sector and the operating policy is dominated by the public sector. 
Private banks place more emphasis on banking goals and finance projects with a high 
ranking on the "interest-rate scale", and are less concerned with projects which maximise the 
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development impact. They support projects which yield a high marginal monetary return 
whether or not they have a low marginal social benefit. Public banks, on the other hand, are 
not interested in profit and they are concerned primarily with the development criteria and 
rarely with interest criteria. The public banks support projects with a high "development- 
impact" whether or not they have a low marginal monetary return. 
4.19 The Relation of Public and Private Development Banks 
Private and public banks each make their own unique contribution to economic 
development. Development will be able to proceed more rapidly and more comprehensively 
if both kinds ofbanks are available, (Kane, 1975, p3 0). There are special advantages attached 
to each kind. The private bank attracts privately owned financial assets into the development 
process which otherwise might not be invested in the domestic economy. On the other hand, 
some governments are willing to allocate public-sector funds to public development banks but 
not to their private counterparts. Side-by-side financing can speed economic development. 
Generally, the private development bank will remain smaller in terms of resources than its 
public counterpart. Industries which require larger scale investment would be serviced by 
public banks, and these which require smaller capital will be funded by private banks. Mixed 
ownership banks tend to lean toward one or the other side depending on how ownership and 
control are distributed. The existence of both private and public development banks will lead 
to more balanced economic development. But in general, public development banks make 
more contributions to economic development than private banks. 
Looking at the private financial and non-financial firms, it is obvious that they seek to 
maximise their profits. But, should the private development banks attempt to maximise their 
profits like private firms? If the goals of a development bank are in conflict then some trade 
off of return on investment will be necessary in order to finance projects with a larger 
development impact. This does not mean that private development banks should not earn 
profit, rather, it means this return may not be as large if it was financed from alternative 
investment opportunities. 
4.20 Relationship Between the Government and Development Banks 
The development banks are institutions affected by the public interest and they are 
established to pursue national development objectives. Governments are interested in the 
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effectiveness and efficiency of the development banks and those banks depend heavily on the 
government for finance, services, and information. Government policies affect how the 
development bank will mobilise resources and how to allocate them. Governments expect 
development banks to fulfil some of the following objectives: 
1) Creation of employment. 
2) Saving or earning of foreign exchange. 
3) The distribution of income (between social classes, regions, different racial or ethnic 
groups, and even between males and females). 
4) Diversification of industry. 
5) Modernisation of the agricultural sector. 
6) Development of small businesses. 
7) Encouragement of entrepreneurial activity. 
8) Development of the capital market. 
9) Teaching transfer. 
The rapid growth of development banks is facilitated by an appropriate interface 
between the managers of development banks and government agencies. The ideal relationship 
is based on mutual trust and respect for autonomy. Development banks in the developing 
countries have no option but to seek government support for raising funds from domestic 
capital markets. The international agencies such as the World Bank and foreign commercial 
banks have insisted on government guarantees for their lending to development banks. The 
government has to increase its intervention and direct ownership of industrial capital, and 
there must be support between managers of development banks and government officials at 
all levels, (World Bank Symposium of 1979, Raj, 1980, p20). 
4.21 Promotional Activities of Development Banks 
Promotional activities by the development banks are very important and essential to 
the investment of private sector resources in industrial enterprise. It is known that 
industrialisation goes through several phases, so the mix of development bank services will 
change over the phases of industrialisation. At the initial phase promotional activities are 
more important in creating a demand for bank resources than in the second phase when 
investment opportunities are already perceived and developed by the entrepreneurs 
themselves. Promotional activities are more important for the less developed countries than 
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the more developed ones. The development banks are designed to influence industrial 
development. But economic development occurs as a result ofthe convergence ofmany kinds 
of institutions and activities. The development banks are only one part of the entire system. 
It is difficult to evaluate the impact of a banles promotional activities. It is important to know 
that much of the effectiveness of development banks may depend on their promotional 
activities, especially during the early phase of industrialisation, (Kane, 1975, p42). 
Promotional activities are grouped into two categories. The first category is 
concerned with the client and the viable productive project which might attract funding. These 
include a preliminary survey, feasibility studies, project appraisal, and so on. The second 
category is concerned with activities such as fostering the development of a capital market and 
the securing of foreign exchange flows. These two categories are discussed below: 
4.21.1 Project Appraisal Activity 
Any investment project submitted to the development bank is examined and evaluated 
by the bank's financial, technical, and economic analysis departments. After such analysis is 
done, the development bank offers suggestions for improving the project. Development banks 
are often in a better position than the entrepreneur to evaluate the project with more 
knowledge of marketing conditions, alternative production methods, and alternative financial 
structures. It is very important for the development bank to create the best project before 
committing its finances to it. "Although the entrepreneur plans a project, it is a development 
bank which, in the process of financing it, vets the project and provides a second independent 
assessment of its viability. Development banks do not seek to reject projects but endeavour 
to remove their short comings so as to improve their viability. Moreover, once a project is 
approved, development banks try to follow it through the execution stage thereby providing 
a constant check on the progress of the project", (ICICI, 1971, p43). 
The development banks developed end-use supervision procedures to monitor project 
progress and to guard against irregularities. The supervision procedures are usually as 
follows: 
1) Requiring periodic reports on physical and financial progress. 
2) Requiring financial reports until the loan is completely repaid. 
3) Conduct on-site inspections by technical personnel. 
4) The right to appoint representatives to the board of directors of the clients' company 
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if this will meet the interests of the development bank and its clients. 
These procedures will protect the development bank position and improve the viability 
of the firm or company to which the funds are extended. 
4.21.2 Fostering the Capital Market Activity 
If active capital markets exist in some countries then the role of the development bank 
is to strengthen and broaden the market. The capital market is a major component in 
channelling savings into investment and specially in the financing of industrialisation. Services 
are provided in the capital market by financial institutions, those whose assets and liabilities 
consist primarily of financial instruments. The capital market contains three sectors: 
a) The securities market. 
b) Contractual savings institutions, such as pension funds, insurance companies, 
investment trusts, and social security. 
C) Long-term lending institutions, such as development banks, agricultural banks, and 
housing banks. 
There are significant differences in the relative size of the first two components of the 
financial system. Every country has at least one long-term lending bank. The most important 
one is the development bank. In most countries as Gill sees them, development banks 
represent perhaps two to fifteen percent of the total assets of all domestic financial 
institutions. As the economy becomes larger and more sophisticated, the smaller will be the 
role of development banks in the total financial system especially if it is compared with the 
commercial banks. Development banks represent a relatively small proportion of the total 
assets of financial institutions. But, the development banks' role becomes more important in 
the less developed countries as being the supplier of long-term funds; sometimes it reaches 
100 percent of the available supply while in the more advanced countries it rarely exceeds 25 
percent, (Diamond and Raghavan, ed, Gill, 1982, pp213-214). 
Usually the financial intermediary takes the market as given and has to operate within 
it to maximise its profits. The development bank is concerned with both profits and influencing 
the development of the market. This might include: 
I) Formulating improvements in the law and legislation regarding corporations. 
2) Formulating laws and legislation to regulate securities markets. 
3) Establishing a clearing house where records of transactions are kept. 
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Acting as a broker and giving advice in preventing fluctuations in security prices, 
especially in a thin market. 
5) Fostering the capital market by widening it in the sense of increasing the number of 
companies and shares coming onto the market. This can be done through issuing 
secondary securities; repurchasing shares to prevent a substantial deterioration in the 
value of the securities it still holds and attracting new investors. 
The development bank may also induce existing companies to offer a portion of their 
share on the public market, (Kane, 1975, pp48-50). 
4.22 Criticism of Development Banks 
Development banks have been criticised for remaining passive and reacting only when 
they have projects proposals submitted rather than identifying good ideas and promoting them. 
"Thus, in addition to the financing function, the development bank should play an active 
entrepreneurial function of identifying new opportunities, suitable sponsors and helping out 
the firms in terms of management and expertise", (Murinde, 1996, p224). 
Another criticism of development banks has been that they apply analytical tools in a 
too mechanical fashion for projects either to be accepted or rejected. 
Development banks also require security collateral to finance any project. This may 
be in the form of the enterprise itself or another fixed asset which can be realised in case of 
enterprise failure. Emphasise on security by development banks does not necessarily 
guarantee the success of the project nor is it a sure means for the banks to recover its debts. 
Some would argue that the banks should appraise the expected cash flows rather than search 
out security. "It is this point of emphasis which distinguishes development banks from 
industrial or universal banks", (Murinde, 1996, p224). Development banks should be cautious 
and focus on projects' results. 
Development banks also ignore the post-evaluation of projects. "The post-evaluation 
function would enable banks to look back and use hindsight knowledge to see how well they 
performed, " (Murinde, 1996, p224). Post-evaluation will let development banks assess the 
appropriateness of applied technology in certain sectors, why did they fail? If they succeeded 
whether they could have done better. Doing this will increase the knowledge and experience 
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of the development banks about the appropriate technology to be used. 
4.23 Evaluation of Development Banks 
The main purpose and goal of establishing development banks is to foster economic 
development in a country especially the LDCs. The World Bank and some other multilateral 
development agencies are questioning whether development banks were the right channel to 
use for financing industrial development of LDCs. The reason for such questioning is the 
poor financial performance of development banks and also their failure to achieve their 
objectives, (World Bank, 1994, in Kariisa-Kasa and Murinde, 1995, p 15). 
The financial function is normally assessed by looking at the: 
1) Profitability. 
2) Relating the rates of return to equity. 
3) Relating the rates of return to total assets employed to produce it. 
This is considered a conventional system ofanalysis, based on financial statements, and 
has its usefulness in standard accounting literature, (Dean, 1989; and Pendlebury and Groves, 
1992 in Kariisa-Kasa and Murinde., 1995, p 15). But, this method ignores the development 
function which is a further main objective of setting up development banks, (Meeker, 1990, 
in Kariisa-Kasa and Murinde, 1995, p 15). In addition it might also be possible to assess the 
technology development information of a development bank. 
Therefore, for evaluation of development banks, it is useful to examine performance 
under three different functions which are mutually reinforcing the financial, development and 
technology functions (Karissa-Kasa and Murinde, 1995, p 15). 
4.23.1 The Financial Function 
A development bank is basically a financial institution. Its performance and efficient 
utilisation of resources are determined on the basis of its financial statements. Any 
development bank is performing profitably if its investments are doing well and are income 
generating. The analysis of the adequacy of profits and the overall rates of return can be 
based on the following financial ratios: 
1) ROCE = (P/C) x 100, ROCE = return on capital employed 
2) ROTA = (P/AT) x 100, ROTA = return on total assets 
3) ROTA(A) = (P/ATM) x 100, ROTA(A) = alternative specification for ROTA 
130 
4) ROE = (PA/ACs) X 100, ROE return on equity 
Where, 
P= profit; 
C= capital employed; 
AT = average total assets; 
ATM = average net assets; 
PA = profit after interest and preference dividend but before tax and extraordinary items; 
ACS = average ordinary share capital reserves and retained profits. 
ROCE indicates how efficiently long-term funds are being utilised, while ROTA 
measures the overall financial performance of the development bank. Both of these returns 
are taken gross which means including interest, since the capital employed also includes long- 
term loans. According to Kariisa-Kasa and Murinde the exception to this rule is the Islamic 
banking system which does not include the interest rate in their operations. However, it should 
be noted that the profitability of a development bank will depend on the profitability of 
financial projects, (Kariisa-Kasa and Murinde, 1995, p 15). 
It should also be noted that when strict accounting standards are applied, most 
development banks are found unprofitable because of subjective methods of provisioning 
policies, (Kariisa-Kasa and Murinde, 1995, p 16). 
The conventional accounting methods based on the financial statements may be used 
to appraise profit-maximising banks, but it may not be wholly appropriate for analysing 
development banks. It has to be emphasised that the conventional accounting methods do not 
take into account all the costs required to maintain a development bank in operation. For 
example, grants and subsidies received from government and other donor agencies are not 
taken into account at their full value. In addition, conventional accounting methods 
understates the real cost ofthe development banks because they do not take into consideration 
the real interest rate rather only the rates often on concessional terms. This will overstate the 
income and distort any ratios which may be computed from such data. In addition financial 
analysis ignores the social benefits which these banks bring to the host regions. 
According to Kariisa-Kasa and Murinde an alternative method of overcoming the 
understating of the costs is the Subsidy Dependence Index (SDI). The Index takes into 
account all funds at full market rates. Under this method the subsidy element is removed in 
order to make a realistic assessment of profitability and whether the development bank can 
sustain itself in the long run. The Subsidy Dependence Index method only improves the 
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quality of ratios, but it does not explicitly evaluate the developmental performance aspect of 
a development bank. The amount of the annual subsidy received by a development bank is 
defined as follows: 
A= B(i-d) + [(E x i) - p] +y 
where, 
A= annual subsidy received by the development bank. 
B= development bank's conccssional borrowed funds outstanding (annual average). 
I= the interest rate the development bank is assumed to pay for borrowed funds if concessional funds 
were not available. 
d= weighted average annual concessional rate of interest paid by the development bank on its average 
annual concessional borrowed funds outstanding. 
E= average annual equity. 
p= annual profit (before tax) adjusted for loan provisions and inflation. 
Y= the total of all other annual subsidies received by the development bank. 
Using the previous equation, the Subsidy Dependence Index is calculated as follows: 
SDI = A/(LP x M) 
where, 
SDI = subsidy dependence index. 
A= annual subsidy received by the development bank. 
LP = average annual outstanding loan portfolio of the development bank. 
M= weighted average on lending interest paid on the loan portfolio of the development bank. 
According to Kariisa-Kasa and Murinde: "A Subsidy Dependent Index (SDI) of zero 
means that the development bank is self-sustaining, while a SDI of 100 per cent would mean 
a doubling of the development bank's on-lending interest rate if it were to remain operational 
without subsidies. Thus, the use of the SDI will give a more realistic assessment of costs 
required to maintain a development bank which should be compared to social benefits derived 
from keeping the development bank in operation", (Kariisa-Kasa and Murinde, 1995, p 16). 
The financial function depends in its evaluation on the conventional accounting 
methods based on the financial statements. The key factor in this analysis and evaluation is 
profits and the overall rates of return based on the following ratios: returns on capital 
employed, return on total assets, and return on equity. However, these methods may be 
appropriate for profit-maximising banks but might not be appropriate for analysing 
development banks. There are several factors which make this evaluation method is 
inappropriate, the most important one is that all the financial analysis ignores the social 
benefits which the development bank brings. 
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4.23.2 The Development Function 
The development banks' goal is fostering economic development; meeting this goal 
depends on the viability, success, and participation in the projects they finance for 
development. 
For a development bank to have a positive development function, it must get involved 
right from the beginning through identification, promotion and financing of business 
opportunities. Also the development bank may promote projects in accordance with the 
overall national development policies. In LDCs few viable projects are presented to 
development banks in a proper form, (Kariisa-Kasa and Murinde, 1995, p 16). 
The steps the development bank has to follow for evaluating project proposals are: 
First, opportunity identification and project development. For example, it needs to identify 
a number of opportunities and choose what it thinks are the best in terms of profitability, 
econon-dc feasibility and easy implementability. Second, identify the personnel who are going 
to manage the enterprise. The entrepreneurs' ability, integrity and commitment have to be 
identified which means the quality of management for project proposal is very important. If 
the project lacks managerial qualities then it will be plagued by problems even if it appears that 
they are profitable. This shows that the development banks should have the mechanism and 
criteria which will facilitate this judgement. Third, they should have a system which will give 
early warning signals once the project starts; and enable the development bank tointervene 
as soon as trouble is detected. Baum and Stokes observed that there is a need for close 
relationship between the borrowers (proposed development projects) and development banks 
so that guidance and financial discipline can be provided whenever they are needed, (Baum 
and Stokes, 1985 in Kariisa-Kasa and Murinde, 1995, p 17). 
4.23.3 The Technology Development Function 
Technology is considered the key factor for development. LDCs lack the required 
technology to achieve higher levels of economic development. In addition, LDCs lack also 
the necessary domestic saving as well as the foreign exchange to facilitate technological 
development. LDCs need to import intermediate inputs and to develop intermediate 
technologies. Therefore, Development banks should act as technology development 
institutions. They should fill the gaps in technology needed in implementing projects which 
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are financed by them. 
Development banks must have the technical capability to assess not only the suitability 
of a suggested technology but also the trend of technological development taking place in 
other economies. If the development bank does not have the required expertise, then it can 
use consultancy firms. In addition, development banks should make conscious decisions in 
a wider policy framework. Some development banks have created engineering consulting 
subsidiaries to make sure that appropriate technological policies are supplied, (Kariisa-Kasa 
and Murinde, 1995, p 17). 
4.24 Comments on the Evaluation of Development Banks 
If all of these factors are taken into consideration and all the stages of the projects 
(project identification, promotion, appraisal and implementation) are properly done, there 
might still be unforeseeable events in the macro-economic environment which can affect the 
performance of the project and in turn the development banks, (Bennet, 1993 in Kariisa-Kasa 
and Murinde, 1995, p 17). 
Looking at LDCs economy, it is very clear that they are often characterised by high 
inflation, slow or stagnant growth and balance- of-p ayments difficulties. These factors are 
considered obstacles to industrial development as they do not allow enterprises to plan ahead. 
Since development banks cannot take direct policy action to change the macro- 
economic environment, then it is necessary that they take direct interest in the implementation 
ofprojects to ensure that timely action is taken to insulate the project against macro-economic 
shocks, (Cameron, 1972 in Kariisa-Kasa and Murinde, 1995, p 17). Another suggestion also 
is that such close supervision is effective where the development bank provides short-term 
funds and takes equity participation, thus assuming the role of a universal bank. Some 
projects may not have the necessary trained manpower to employ which will lead to poor 
design and poor management and implementation of projects. The factor of trained 
manpower is very important for the projects which the developed countries have and the 
LDCs lack. 
Development banks occupy strategic positions and can have considerable influence on 
the industrial development of a country especially in LDCs. They have infrastructure, skilled 
staff and knowledge of the local environment. They can be used to finance small- and 
medium-sized private sector entrepreneurs, and to allocate funds to development projects in 
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line with the country's broad economic policies. Development banks also act as an institution 
for technology development and act as a conduit for domestic distribution of foreign loans and 
grants for industrial development. However, development banks, despite their strategic 
position, have not lived up to what had been expected from them, (Kariisa-Kasa and Murinde, 
1995, p17). 
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Notes 
The use of a good or a service as a project input will mean either diverting that input 
from other uses, or increasing its production or import, or both. Depending on the 
specific situation, the shadow price of the input will be either its value in the 
alternative use (the opportunity cost), or the cost of augmenting the supply (the 
marginal cost of production or import), or a weighted average of the two. Similarly, 
the output resulting from a project may lead to higher consumption or export, to 
closing down less efficient production facilities, or to a combination of the two. The 
shadow price of the output will be measured by the benefits received from the 
increased supply, by the avoided cost of production, or by a combination of the two. 
2) The factors which influence the private sector business such as the level of consumer 
demand, the rate of saving, formation of economic and financial institutions and 
changes in attitudes and behaviour patterns of consumers and workers, etc, (Kane, 
1975, p130). 
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Chapter 5 
A Survey of Conventional Development Banks 
5.1 Introduction 
The main purpose ofthis chapter is to survey and explore the role of the international, 
regional, and national development banks in accelerating development and to establish the 
lessons to be learnt from previous practice. The first section of this chapter outlines the model 
of development banks and their divisions. The second section sheds light on the World Bank 
Group (which includes the World Bank, the International Finance Corporation, the 
International Development Association, the International Centre for Settlement ofInvestment 
Disputes, and the Multilateral Investment Guarantee Agency) to see their role and importance 
in the development process on the international scale. The third section highlight the purpose, 
aims, functions, and role of the regional development banks to see if they are following the 
prototype model set by conventional development banks. Each regional development bank 
(the European Investment Bank, the Inter-American Development Bank, the African 
Development Bank, the Asian Development Bank, and the European Bank for Reconstruction 
and Development) is analysed to investigate its role in the development process ofthe region. 
In the last section a brief review on the sub- regional, private, and national development banks 
is undertaken. 
5.2 Model of Development Banks 
All the development banks are following a prototype model suggested during the 
establishment of the Bretton Woods institutions. This chapter surveys the conventional 
development banks and draws lessons from their experience. The prototype model was 
characterised by a number of features: 
1) The precondition of any development bank (to have the support of the World 
Bank) is that it is a public corporation designed to promote and finance enterprises 
in the private sector. Another requirement is the existence of government support 
for private development banks even though they do not have any active role in the 
operations of the bank nor voting rights as a shareholder, (Murinde, 1996, p212). 
These conditions apply also to the support of development banks for projects or 
enterprises. This precondition was later dropped by the World Bank (by 1968); 
however, development banks were confined to lending to the private sector only 
because they did not have enough resources. 
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2) The other main feature of the model was that development banks were required to 
have competent management and staff. They were also required to be financially 
viable by showing a positive return on equity. Development banks were required 
to maintain high project appraisal standards and to watch their financial position, 
particularly in relation to capital structure, debt-equity ratio, and liquidity. 
Development banks, to have the support of the World Bank, were required to 
provide debt finance exclusively and were not allowed equity participation in the 
projects. Development banks would not assume any management responsibilities 
in the projects financed. Consequently, development banks were guided by 
profitability indicators in their operations, (Murinde, 1996, pp212-213). 
3) Development banks should provide medium and long-term loans to support the 
development process. Development banks are considered an appropriate channel 
through which the World Bank and other agencies would provide the required 
capital for development. The World Bank would also help the development banks 
to build their capacity and mobilise long-term investment funds by developing local 
capital markets, (Murinde, 1996, p213). 
4) Development banks should promote projects, enhance managerial skills, develop 
entrepreneurship and help develop technological capabilities of host developing 
countries. 
The question which needs to be asked later on (after discussing the concept of an 
Islamic development banks) is, do the Islamic development banks follow the same prototype 
model of these conventional development banks or not? If not why? If it is the same then 
what distinguishes the Islamic development banks from convention development banks? 
5.3 Divisions of Conventional Development Banks 
Conventional development banks can be divided into three groups; International, 
Regional, and National Development Banks, (see Figure 5.1). The major International 
Development Banks are: 
the International Bank for Reconstruction and Development (IBRD); 
the International Finance Corporation (IFC); and 
the International Development Association (IDA). 
The Regional Development Banks are: 
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the European Investment Bank (EIB), - 
the Inter-American Development Bank (IADB), 
the African Development Bank (AfDB); 
the Asian Development Bank (AsDB),, and 
the European Bank for Reconstruction and Development (EBRD). 
The National Development Banks are different from one country to the other, but in 
general they are: 
Industfial Development Banks (Ind. DBs), 
Agficulture Development Banks (Agr. DBs); and 
Infrastructure Development Banks (Inf DBs) in each country. 
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Figure 5.1: Groups and Divisions of Development Banks 
5.4 International Development Organisations or the World Bank Group 
International Development Organisations are those development finance agencies 
which belong to the United Nations or to the World Bank Group. This group is a family of 
intemational financial institutions including 
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the International Bank for Reconstruction and Development (IBRD); 
the International Finance Corporation (IFC); and 
the International Development Association (IDA). 
The whole family lends to* promote economic development, (de Vries, 1987, p8). 
Recently the International Center for Settlement of Investment Disputes (ICSID) and the 
Multilateral Investment Guarantee Agency (MIGA) were established, but they are not 
considered international development banks rather they are international organisations 
participating in growth and development but not in a strictly financial format, (Murinde, 1996, 
pp200-201). 
The World Bank was established at the end of World War 11 along with a companion 
organisation, the International Monetary Fund (M), then lately, the World Bank Group was 
established. The reason for establishing the World Bank Group was to meet economic and 
social challenges facing the developing world. 
The International Bank for Reconstruction and Development (IBRD), established in 
1945, was designed to guarantee, participate in, or make loans to any member country, or to 
any political subdivision of a member, or any business, industrial, or agricultural enterprise in 
the territory of a member with the guarantee of the relevant members' country. A second 
World Bank Group institution, the International Finance Company (IFC), was established in 
1956 to provide financing (provide loans and make equity investment) to private entities in 
its members' countries without obtaining guarantees from those countries. A third World 
Bank Group institution, the International Development Association (IDA), was established 
in 1960 to make concessional loans to less developed member countries, and to public and 
private entities of such member countries, with or without guarantees. IDA also provides 
financing to international organisations to further its own purposes. The International Center 
for Settlement of Investment Disputes (ICSID), was established in 1966 to encourage and 
facilitate the flow of foreign investment. Finally, the Multilateral Investment Guarantee 
Agency (MIGA) was established in 1988 to encourage foreign investment flows by making 
available guarantees against non-commercial risks for foreign investors and undertaking 
technical and advisory services, (Shihata, 1995, pp36-37). 
The World Bank and International Monetary Fund (M) were established to ensure 
that the monetary, currency, and trade policy mistakes made after the first World War were 
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not repeated. According to the World Bank Articles of Agreement, only members of the IMF 
are eligible to become World Bank members, and membership in the World Bank is a pre- 
requisite to joining either IDA or IFC. 
The World Bank's most important task at the outset, namely financing reconstruction 
in the countries ravaged by war, was soon taken over in 1947 by the Marshall Aid Plan 
because its lending resources were far too small to accomplish the purpose of providing 
financing for the post-World War II reconstruction of Europe. The Marshall plan was able 
to provide assistance on a grant and concessional loan basis (low interest and long repayment 
terms), while the World Bank had to charge rates of interest in line with those it paid to 
borrow from private international markets, (Mikesell and Williams, 1992, p9). The World 
Bank was left with a mandate to promote economic growth in underdeveloped countries by 
granting long-term loans, thereby raising the standard of living of their populations, (Volk, 
1987, p8). However, the Bank did not become a substantial supplier of loans to developing 
countries until the late 1950s, (Mikesell and Williams, 1992, p9). 
The IBRD and IDA are administered as a single institution, commonly called the 
World Bank. All loans by both bodies are made either to governments or entities with the 
guarantee oftheir governments, such as autonomous public agencies or domestic development 
banks, (de Vries, 1987, p9). The difference between IBRD and IDA is that IBRD was 
designed to finance mainly specific projects ofcountries or enterprises which otherwise lacked 
access to capital on reasonable terms but which were in a position to service the loans. IDA 
on the other hand was designed to be the single most important source of financing for the 
poorest developing countries which might not be able to have access to credit, (Shihata, 1995, 
p36). So, the operations of IBRD and IDA are similar but the difference is on the financing 
theyprovide. IDA provides its finance on highly concessional terms. "So the World Bank, 
and the International Development Association (IDA), has one central purpose which is to 
promote economic and social progress in developing nations by helping raise productivity so 
that their people may live abetter and fuller life", (The World Bank Annual Report, 1995, p4). 
This purpose is also considered the aim ofthe International Finance Corporation (IFC) 
and the Multilateral Investment Guarantee Agency (MIGA), (The World Bank Annual Report, 
1995, p4). The IMF and the three units of the World Bank Group each fulfil distinct functions 
and were designed to complement each other's efforts. Hence, these organisations co-operate 
fully and co-ordinate their activities closely in order for the IMF to improve the World 
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Monetary System and for the World Bank Group to assist developing member nations. 
(Baughn and Mandich, ed, Kammert, 1983b, p462). 
The World Bank is essentially a commercial institution lending on non-concessional 
terms, and it raises large sums of money on the world's capital markets. The IDA is the soft 
loan affiliate of the World Bank which gives loans at very low rates of interest with long 
repayment periods. The IFC concentrates on encouraging private enterprise in developing 
countries by making equity investments, (Thirlwall, 1983, p315). 
Hence, in summary, The World Bank Group objectives are as follows: 
The IBRD lends to those creditworthy developing countries with relatively highper 
capita income. 
2) The IDA provides assistance on concessional terms to the poorest countries that are 
not creditworthy for IBRD financing. 
3) The IFC promotes growth in developing countries through support of the private 
sector. 
The ICSID seeks to encourage greater flows of international investment by providing 
facilities for the conciliation and arbitration of disputes between governments and 
foreign investors. 
5) The MIGA's purpose is to encourage foreign investment by providing guarantees to 
foreign investors against loss caused by non-commercial risks. 
5.5 Individual Agencies 
5.5.1 International Bank for Reconstruction and Development or World Bank 
The International Bank for Reconstruction and Development (IBRD) or World Bank 
is an international development agency established in 1945 which began operations in 1946. 
It is the first bank of its type and is considered the first public multilateral development bank. 
(Mikesell and Williams, 1992, p9). The World Bank is not only the biggest and richest 
development finance institution in the western capitalist world, it is generally considered the 
'best' as well, and it provides the dominant model that other aid and finance institutions 
imitate, co-operate with, and react against, (Payer, 1982, p18). 
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The International Bank for Reconstruction and Development (IBRD) is considered 
the original institution of what is now known as the World Bank Group. The World Bank is 
owned by the government of 178 countries that have subscribed to its capital. According to 
its Article of Agreement only, countries that are members of the International Monetary Fund 
(INV) can be considered for membership in the IBRD. "Subscriptions by member countries 
to the capital stock of the IBRD are related to each member's quota in the M, which is 
designed to reflect the country's relative economic strength. ", (The World Bank Annual 
Report, 1995, p4). So, the World Bank operates as an international financial agency whose 
credit is contributed by member nations. 
Initially the World Bank did not regard itself as a development institution. Rather, it 
was a supplier of intermediate-and long-term credits for specific projects on application from 
potential borrowers, similar to private investment banks, which have no special responsibility 
for the economic welfare of the borrowers. Its major concerns were the credit worthiness of 
the borrower, the technical and financial feasibility of the project, and the impact of loan 
repayments on the balance of payments of the borrowing country, (Miksell and Williams, 
1992, p 10). 
The reason for establishing the World Bank was first to assist in reconstruction ofwar- 
torn economies, especially in Europe, after the end of World War 11. Second, the Bank was 
charged to assist economic development by facilitating the flow and investment of capital for 
productive purposes; or by providing longer-term funds for investment in productive 
endeavours. "The World Bank provides long-term finance for investment; thus, its operations 
aim at strengthening the base for growth and diversification in developing countries and so 
emphasise the essential link between an external finance and investment process", (de Vries, 
1987, p8O). Additionally the World Bank provides international lending within the public 
sector, (Scammel, 1975, p2). According to de Vries the World Bank can play also a more 
vital role in strengthening the private sector in developing countries, (de Vries, 1987, p49). 
The World Bank, is also giving technical assistance and policy advice to developing 
countries which is sometimes more important than the transfer of finance. "Technical 
assistance is a vital ingredient in the transfer of technology and build up of capacity among the 
Bank's borrowing members' countries. Most technical assistance is provided through the 
Bank's lending operations; however, a significant volume is generated through other special 
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programs, financed mainly by grants and trust funds", (The World Bank Annual Report, 1995, 
p3 8). 
When the World Bank started its operations the emphasis in development theory was 
overwhelming on investment as the crucial factor in accelerating growth, (Polak, 1989, p 163). 
The infrastructure financing fits with the Articles and the private enterprise philosophy of the 
Bank. "The absence, or severe inadequacy, of infrastructure facilities was one of the clearly 
identifiable differences between developing and developed countries, and infrastructure 
investment lent itself ideally to the 'specific project' financing called for in the Articles. 
Infrastructure projects, too, were considered well suited for debt financing, as distinct from 
equity financing, whichwouldbe at least partially required for'directly productive' investment 
in industry and agriculture", (Adler, 1977, p32). 
In the early post-war years, the World Bank made large loans for reconstruction of 
industrial countries. After finishing that task, its financial activities were concentrated entirely 
on the provision of loans to promote the economic growth of developing countries, (Polak, 
1989, p149). 
5.5.1.1 Operations of the World Bank 
According to the World Bank Articles of Agreement only economic considerations 
are relevant not political ones. It also seeks to ensure that the developing country gets full 
value for the money it borrows by using it efficiently on specified and well defined project. 
Bank assistance is united in that it may be used to purchase goods and services from any 
member country, (The World Bank Annual Report, 1995, p5). 
The success of the Bank's operations depends upon the trust it has established with 
borrowers, and this trust is based on the experience and technical skills the bank has 
demonstrated over the years in working with its member developing countries, (The World 
Bank Annual Report, 1995, pp4-5). 
Recently the World Bank has expanded its size and scope of operations. The Bank's 
role in providing development finance to LDEs has dramatically changed. It is now involved 
in policy-based lending, (Murinde, 1996, p201). 
The World Bank has encouraged and puts great emphasis on co-financing with private 
investors since the early days of its operations. In these co-financing operations, the World 
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Bank and private financial institutions, especially commercial banks, enter into separate loan 
agreements with the borrower. The bank's co-financing program aims to encourage private 
financial institutions to direct their lending to developing countries to high-priority projects, 
to introduce new lenders to developing countries, to bring new entities in borrowing 
countries to the market, and more generally, to encourage the bank's borrowers to broaden 
their sources of external finance and diversify the instruments of borrowing, (Baughn and 
Mandich, ed., Kammert, 1983b, p476). 
The World Bank's activities were never confined solely to lending. Rather, they also 
include the planning, execution, and initial operation of development projects. The progress 
achieved in the fields of industrialisation and improvement of the infrastructure very often 
failed to generate the expected rise in the living standards of the poorer sections of the 
population. For this reason, the Bank's credit policy gives priority to investment projects that 
help in eradicating poverty. To achieve this goal then the Bank put forward development 
programs for all sectors of an economy. The most important have been the areas of 
agriculture, education, water supplier, energy, and slum clearance, (Volk, 1987, p20). It helps 
also other funding agencies to contribute their capital to projects that have been prepared and 
appraised by the Bank for its own funding, (Payer, 1982, p 15). 
Since the developing countries now are facing balance of payment difficulties and a 
deepening ofthe international debt crisis, the Bank has been forced to modify its development 
strategy and has started to seek more efficient methods. The World Bank is meeting the 
challenge by providing the developing countries with financial assistance that will lead to 
genuine economic reform and create an environment favourable to increase private 
investment. However, the Bank needs additional capital and borrowed funds to meet the 
increased demand for loans, (Volk, 1987, pp20-21). 
The Bank also runs joint development programs with the HAF with an emp asis on 
social sectors and poverty alleviation. What helps the Bank to do this is one of the largest 
repositories of international economic data, economic talent, and economic knowledge of the 
developing countries. The Bank has a good reputation among international financial 
institutions because of its policy of not re-scheduling its loans, its exceedingly reliable debt 
repayment records and the high quality of its projects, (Murinde, 1996, p202). 
The World Bank and International Development Association projects are created and 
implemented by what is called "project cycle" or stages of the project cycle. It involves 
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identification, preparation, appraisal, negotiation, supervision, and evaluation. The project 
cycle is very important for raising the quality of individual World Bank lending decisions, 
testing each lending decision, and feeding the results back into the process for the next 
practical application by means of the evaluation process. The World Bank has the ability to 
create the conditions necessary to insure the success of its own lending because of its 
connection with the INE and other international organisations, (Baughn and Mandich, ed., 
Kammert, 1983b, p470). 
However, the World Bank is now facing the widest challenges and criticisms in its 
history. The rich-country shareholders of the Bank are not satisfied with the way the 
institution is running. Their dissatisfaction is because project loans are approved only to fail; 
sometimes, the loans are approved but they are not followed through, (The Economist, I May, 
1993, p109). In addition there is growing discontent among many of the countries that 
borrow from the Bank. Some countries like the sub-Saharan Mrica ended the 1980s by being 
worse-off than before the help of the Bank and poverty in the African region has actually 
increased since 1960, (Murinde, 1996, p202). 
Some critics argue that the reason is that the World Bank has tended to focus its 
operations away from the regions where its mandate obliges it to go, ie, the least developed 
regions. For these reasons, the US government is reluctant to offer further financial support 
to the World Bank. But the issue is that the Bank and its twin sister institution the IN1F are 
regarded as vehicles for upholding American and European financial interests at the expense 
of the rest of the members' countries, especially the LDEs, (Murinde, 1996, p202). 
5.5.1.2 Resources of the World Bank 
The World Bank sources of funds are as follows: first, the bank strength is based on 
contributions by member nations, and capital subscriptions by member countries which forms 
its capital stock. This capital stock or paid-in capital, reserves formed from net income or 
retained earnings, loan repayments (the principal) and interest payments on loans are 
considered the primary resources of the Bank, (The World Bank Annual Report, 1995, p4). 
Second, the IBRD obtains most of its funds (the largest source of funds) through medium and 
long-term borrowing (selling bonds) in the international capital markets of the industrial 
countries such as Japan, Europe, and the United States. These are highly rated debt 
instruments (bonds) backed by exceptionally successful lending operations of the bank during 
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the five decades of its existence. Murinde says this "borrowing occurs in about 23 currency 
units and about 95 percent of the debt is at fixed rates with medium-term and long-term 
maturities", (Murinde, 1996, p20 I). Also, these bonds are backed by the capital put up or 
pledged by member governments, and the Bank's accumulated reserves, (de Vries, 1987, p8). 
The Bank also borrows funds at market-based rates from central banks and other government 
institutions, (The World Bank Annual Report, 1995, p4). Third, the Bank sells some of its 
loans to financial institutions such as private commercial banks. Murinde says the interest on 
these loans forms part ofthe Bank's income. By doing this the Bank is directly promoting the 
participation of private sector commercial banks in financing economic development, 
(Murinde, 1996, p20 1). The World Bank's own funds can be used to finance lending only if 
expressly authorised by the member states, (Volk, 1987, pp3 0-3 1). 
For about fifty years the World Bank has been the largest source of financial and 
technical assistance to developing countries to stimulate economic growth and development. 
World Bank funds are used by the borrowing country to purchase goods and equipment, 
construct works, and obtain consultancy services that are needed for these projects. 
"Typically, the World Bank does not finance the total cost of a project-just the components 
that must be purchased with foreign exchange-which on average is about 40 percent. The rest 
of the funding is provided by the borrowing countries and by other agencies and commercial 
banks that co-finance with the World Banle', (The World Bank Annual Report, 1992, pp5-6). 
The IBRD's solid standing in the markets is based upon the combination of 
conservative lending policies, strong financial backing by its members, and prudent financial 
management, (The World Bank Annual Report, 1995, p4). 
5.5.1.3 Purpose of the World Bank 
The main purpose oftheWorld Bank is channelling financial resources from developed 
to less developed member countries. In detail these purposes as stated in Article one in the 
Articles of Agreement can be outlined as follows: 
(i) To assist in the reconstruction and development of territories of members by 
facilitating the investment of capital for productive purposes, including the 
restoration of economies destroyed or disrupted by war, the reconversion of 
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productive facilities to peacetime needs and the encouragement of the 
development of productive facilities and resources in less developed countries. 
(ii) To promote private foreign investment by means of guarantees or participation in 
loans and other investments made by private investors; and when private capital 
is not available on reasonable terms, to supplement private investment by 
providing, on suitable conditions, finance for productive purposes out of its own 
capital, funds raised by it and its other resources. 
(iiijo promote the long-range balanced growth of international trade and the 
maintenance of equilibrium in balances of payments by encouraging international 
investment for the development of the productive resources of members, thereby 
assisting in raising productivity, the standard of living and conditions of labour in 
their territories. 
(iv) To arrange the loans made or guaranteed by it in relation to international loans 
through other channels so that the more useful and urgent projects, large and small 
alike, will be dealt with first. 
(v) To conduct its operations with due regard to the effect of international investment 
on business conditions in the territories of members and, in the immediate post- 
war years, to assist in bringing about a smooth transition from a wartime to a 
peacetime economy. 
5.5.1.4 Lending Policy of the World Bank 
The lending policy of the World Bank is based primarily on the following principles: 
1) Loans may be granted only for investment projects that foster economic growth 
in the developing countries and only if no other comparable finance is available. 
2) When granting loans, the Bank must pay due regard to the borrower's ability to 
repay the debt. 
3) Loans may be made only to governments or are to be guaranteed by the 
government of the country in which the investment is being made. 
4) Loans may not be conditional on the procurement of goods and services from 
particular countries. 
149 
5) The Bank's lending policy must respect the limitations imposed by the principle 
that funds be used economically and by the need to maintain the Bank's credit 
standing. 
6) Payment ofthe loan should be made on time, and if it becomes thirty days overdue 
then no new loans to the borrower will be presented to the executive board for 
approval. The borrower will become ineligible for any applicable waivers of the 
interest spread. 
7) If a loan payment from anon sovereign borrower becomes forty-five days overdue 
(and the country is not itself the delinquent borrower), no new loans to, or to be 
guaranteed by, that country will be presented to the board for approval, and no 
previously approved loans to, or guaranteed by, that country will be signed, 
(Annual Report, 1992, p70). 
World Bank lending to the developing countries mainly takes the form of loans. The 
loan is given after a major input from the bank side on the planning, execution and supervision 
of the projects it is financing. (Volk, 1987, p2l). The Bank makes loans only to credit- 
worthy borrowers. Assistance is provided only to those projects that promise high real rates 
of economic return to the country. As a matter of policy, the IBRD does not re-schedule 
payments, and it has suffered no losses on the loans it has made. It has earned a net income 
every year since 1948, (The World Bank Annual Report, 1995, p4). 
Both IBRD and IDA loans are made for specific projects or carefully defined 
programs, and both institutions apply the same standard of loan preparation and 
implementation. But IDA lends only to the poorest countries, those withper capita income 
below a specific amount specified by the World Bank each year, (de Vries, 1987, pIO). 
Each loan goes through a series of six stages, which the Bank calls the "project cycle": 
1) Identification: Selection by Bank and borrowers of suitable projects that support 
national and sectoral development strategies and are feasible according to Bank 
standards. The projects are then incorporated into the lending program of the 
Bank for a particular country. 
2) Preparation: The borrowing country or agency examines technical, institutional, 
economic and financial assistance available for preparation or helps borrowers 
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obtain assistance from other sources. This stage takes time, typically one to two 
years. 
3) Appraisal: Bank staff review comprehensively and systematically all aspects of 
the project. This may take three to five weeks in the field and covers four major 
aspects: technical, institutional, economic and financial. An appraisal report is 
prepared on the return of Bank staff to headquarters and is reviewed extensively. 
This report serves as the basis for negotiations with the borrower. 
4) Negotiations: This stage involves discussions with the borrower on the measures 
needed to ensure success for the project. The agreements reached are embodied 
in loan documents. The project is then presented to the Executive Directors of the 
Bank for approval. After approval the loan agreement is signed. Theprojectcan 
now go into its implementation stage. 
5) Implementation and supervision: The borrower is responsible for implementation 
of the project that has been agreed with the Bank. The Bank is responsible for 
supervising that implementation, through progress reports from the borrower and 
periodic field visits. An annual review of Bank supervision experience on all 
projects underway serves to continually improve policies and procedures. 
Procurement of goods and works for the project must follow official Bank 
guidelines for efficiency and economy. 
6) Evaluation: This is the last stage. It follows the final disbursement of Bank funds 
for the project. An independent department of the Bank, the Operations 
Evaluation Department, reviews the completion reports of the Bank's projects 
staff, and prepares its own audit of the project, often by receiving materials at 
headquarters and through field trips where needed. This ex-post evaluation 
provides lessons of experience which are built into subsequent identification, 
preparation or appraisal work, (Payer, 1982, pp72-85). In order to ensure an 
adequate supply ofprojects to finance, the Bank had to start producing them itself, 
(Payer, 1982, p73). 
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The World Bank has taken the lead in sponsoring aid groups, often called consultative 
groups or consortia, which is one of the main mechanisms for co-ordinating aid to particular 
countries. (World Development Report, 1985, pl. 09). 
Traditionally the World Bank loans to developing countries are granted for periods 
of up to 20 years and have a grace period of up to five years, (Volk, 1987, p2 1). These loans 
carry interest rates that reflect the rates that the IBRD pays on the bonds it currently issues 
in the market, (de Vries, 1987, p9). 
IBRD lending is at rates that are significantly more favourable for most borrowers than 
those they could obtain on the market, despite the fact that the Bank itself raises most of its 
funds on the capital market. Several factors contribute to this situation. 
1) The shareholders of the Bank (its members' governments) receive no interest or 
dividends on their contributions. The Bank charges all its borrowers the same 
interest rate. This rate is determined by working out the average cost of 
borrowing in a given period and adding a spread of 0.5 percent. 
2) The Bank can borrow at extremely favourable rates because creditors have the 
guarantee that, if ever needed, the Bank's callable capital is committed to meeting 
its obligations. 
3) The Bank's interest rates are not as good as they look when compared to the rates 
in the dollar market because the Bank's policy never bears currency risk. 
4) The Bank's loans are attractive to borrowers because they are made at fixed 
interest rates for relatively long periods, (Payer, 1982, pp30-32). 
The Bank Group can continue to serve its members effectively in a rapidly changing 
world only ifit becomes more flexible, cost-conscious, and efficient, (The World Bank Annual 
Report, 1995, p 10). As several analysts have pointed out, there are only three ways in which 
net transfers can be increased: first, by softening the terms of lending; second, by accelerating 
the rate of gross commitments; and third, by debt renegotiation, (Payer, 1982, p5 1). 
The principles which would guide the Bank's response to a changing world according 
to the Bank's governors are (The World Bank Annual Report, 1995, p 10): 
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1) Greater selectivity -a more sensible sharing of tasks within the international 
system is required. 
2) Increased collaboration with all the Bank's partners, from the private sector to 
non-governmental institutions. 
3) Deepening client relationships' country ownership of policies and projects is 
crucial. 
4) Measuring success by results. 
5) Cost effectiveness. 
6) Excellent financial management. 
5.5.2 International Finance Corporation 
According to the condition under which loans could be made by IBRD, it was not able 
to offer financial help for many worthy investments. Therefore, in 1956 a sister organisation, 
the International Finance Corporation QFC), was created as an affiliate of the World Bank to 
promote private investment and assist individual enterprises in developing member countries, 
(Baughn and Mandich, ed, Kammert, 1983b, p467). IFC has its own Articles of Agreement, 
legal existence, and separate membership, although only World Bank members are eligible to 
join IFC. (Roussakis, ed, Korth, 1983, p446). Now one hundred sixty-five countries are 
members of the IFC, (The World Bank Annual Reports, 1995, p5). 
Although legally and financially, the IFC is an independent corporation from the World 
Bank and it has its own operating and legal staff and board of directors, its president is the 
president of the World Bank; it draws upon the Bank for administrative and other services, 
and the two institutions co-operate closely, (The World Bank Annual Report, 1995, p5). The 
IFC is generally omitted from the discussions of World Bank policy because, although a 
member of the World Bank Group, it is a more separate organisation than the IDA, (Payer, 
1982, pl. 25). 
The IFC is mandated to aid private enterprise not only by making investments in 
privately sponsored projects, but by selling participation out of its own holdings to private 
investors, both local and foreign. Foreign commercial banks are the most important 
purchasers of IFC assets, (Payer, 1982, p126). 
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The IFC was established in 1956 in order to provide venture capital to the private 
sector of the economy of less-developed countries. It either makes loans or buys shares on 
a minority basis during the early period of the enterprise, hoping to sell its investments to local 
private interests in an attempt to turn its limited funds over as quickly as possible, (Acheson, 
Chant and Prochowny, 1972, pxx). 
5.5.2.1 Purpose and Objectives of the International Finance Corporation 
The objectives ofthe International Finance Corporation (IFC) are stated in Article One 
of its Articles of Agreement, the treaty which forms the legal basis for IFC, as follows: The 
purpose of the Corporation is to further economic development by encouraging the growth 
of productive private enterprise in member countries, particularly in the less developed areas, 
thus supplementing the activities of the International Bank for Reconstruction and 
Development in carrying out this purpose, the Corporation will: 
(i) In association with private investors, assist in financing the establishment, 
improvement, and expansion of productive private enterprises which would 
contribute to the development of its member countries by making investments, 
without a guarantee of repayment by the member government concerned, in cases 
where sufficient private capital is not available on reasonable terms. 
(ii) Seek to bring together investment opportunities, domestic and foreign private 
capita, and experienced management. 
(iii) Seek to stimulate, and help create conditions conductive to the flow of private 
capital, domestic and foreign, into productive investment in member countries. 
The Corporation will be guided in all it. s decisions by the provisions of this Article, 
(Baughn and Mandich, ed, Kammeft, 1983, p487 and IFC: Articles of Agreement, 1993, p I). 
5.5.2.2 Functions of the International Finance Corporation 
The International Finance Corporation (IFC) functions are "assisting the economic 
development of developing countries by promoting growth in the private sector of their 
economies and helping to mobilise domestic and foreign capital for this purpose", (The World 
Bank Annual Report, 1995, p5). This shows that the International Finance Corporation (IFC) 
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is the specialised organ of the World Bank with specific responsibility for aiding the private 
sector, (Payer, 1982, p125). 
The IFC is the only world-wide international financial institution which is designed to 
finance private enterprise projects in member countries without a government guarantee. It 
works closely with private investors from around the world and invests in commercial 
enterprises in developing countries which are members ofthe World Bank Group. Inaddition, 
IFC also is empowered to make an equity investment in companies which it finances, (Baker, - 
1968, pvii). This policy is followed so as to have partial ownership rather than simply make 
loans. Its loans may even have provisions for profit sharing, (Roussakis, ed, Korth, 1983, 
p446). 
Since the IFC makes non-guaranteed loans and equity investments, its risks are greater 
than those of the IBRD. As a result of this, its credit rating does not permit it to borrow in 
the private capital markets. Accordingly all of the IFC resources must come from member 
government contributions which means it depends more upon the generosity of member 
governments than its parent organisation, (Roussakis, ed, Korth, 1983, p446). The real 
preference of IFC is "to arrange marriages of local and foreign capital-joint ventures", (Payer, 
1982, pl25). 
5.5.2.3 Financial Resources and Operational Scope of the International Finance 
Corporation 
The International Finance Corporation (IFC) financial resources come from, first 
subscriptions of paid-in capital of member countries; second, a steady flow of loan 
repayments; third, selling equity and loan assets or borrowing from the World Bank and from 
international capital markets to supplement its resources; fourth, its accumulated earnings. 
It has to be pointed out that the IFC is permitted by its Articles of Agreement to borrow up 
to four times the amount of its unimpaired subscribed capital and IFC may borrow from 
member nations and world capital markets, as well as from the World Bank. 
This expanding capital base supports growing investments which increasingly are being 
directed to enterprise in lower-income member countries in the world's least developed 
regions. At the same time, operations are being expanded steadily to more countries and the 
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sectoral composition of IFC investments is being broadened, particularly into natural 
resources projects, (Baughn and Mandich, ed, Kammert, 1983a, pp488-489). 
5.5.2.4 Financing of the International Finance Corporation 
According to the project-financing role, the International Finance Corporation (IFC) 
provides loans and makes equity investments. Unlike most multilateral institutions, the IFC 
does not accept government guarantees for its financing "Like a private financial institution, 
the IFC prices its finance and services, to the extent possible, in line with the market, while 
taking into account the cost of its funds, and seeks profitable returns. The IFC shares full 
project risks with its partners", (The World Bank Annual Report, 1995, p5). 
Before IFC will approve a project application, the company or its sponsors must 
demonstrate to IFC that the project is sound in three ways. The project must be economically, 
technically, and financially feasible. These are the criteria, therefore, which IFC uses in its 
study of the project, (Baker, 1968, p62). 
5.5.2.5 Organisation, Management, And Staff of the International Finance 
Corporation 
The International Finance Corporation's (IFCs) greatest resource is without doubt its 
staff. The employees ofIFC represent different nationalities whom have skills and experience. 
IFC staffinclude experienced investment bankers, financial analysts with an equity orientation, 
legal experts, engineers, and specialists in marketing, management consulting, and other fields, 
as well as some economists, country and area experts for virtually every comer of the globe. 
In addition, IFC can rely for support upon the various technical experts in related fields at the 
World Bank. This permits IFC staff to concentrate on their particular tasks with a singleness 
of purpose once a project or activity has been identified and targeted for implementation, 
(Baughn and Mandich, ed, Kammert, 1983a, p490). 
IFC derives its authority and status as an international entity from the international 
agreement among its member nations. The World Bank members may become members of 
IFC. All the powers of IFC are vested in its Board of Governors who are also governors of 
the World Bank. Each member nation of the World Bank appoints one governor and one 
alternate. This body normally meets once a year at the time of the annual meeting of the 
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World Bank Group and the International Monetary Fund, (Baughn and Mandich, ed, 
Karnmert, 1983a, p491). 
5.5.2.6 Investment Policies of the International Finance Corporation 
The greatest part of International Finance Corporation's (IFC's) work now is in 
investing in specific projects in developing countries. Thus most staff are occupied with 
investment-related activities and the others are involved in providing various specialised 
services including technical assistance, advise, and planning for developing local capital 
markets. Policies involve investing in eligible enterprises based upon certain criteria. When 
these criteria are met, the amount, terms, and conditions of IFC financing are quite flexible, 
(Baughn and Mandich, ed, Kammert, 1983 a, p492). 
When the IFC started operations, its investments were concentrated mainly in 
manufacturing industries. More recently it has broadened its activities to cover also energy, 
mining, utilities, agriculture, financial institutions, and projects in service industries, such as 
hotels, which promote tourism, (Baughn and Mandich, ed, Kammert, 1983a, p492). IFC 
supports projects varying from purely private to mixed public/private ventures and even to 
wholly owned government enterprises where they act as channels for assistance to the private 
sector, (Baughn and Mandich, ed, Kammert, 1983a, p493). 
After dealing with the eligible enterprise issue, IFC considers whether the project will 
benefit the economy of the host country and earn a profit. These two-test (eligible enterprise 
and profit and economic benefit) are necessary in order to gain government support and 
attract both foreign and local private investors, (Baughn and Mandich, ed., Kammert, 1983 a, 
p493). 
The IFC does not invest only in projects, rather it is expected to mobilise and 
supplement private capital. Its goal is to stimulate other investment not to replace it. So, IFC 
places great emphasis on the amount of capital mobilised and especially the extent of the 
sponsor's participation in the total equity of the project. IFC has never been a majority 
shareholder and seldom provides more than 25 percent of total equity. IFC invests only in 
projects where sufficient private capital can be obtained on reasonable terms, (Baughn and 
Mandich, ed, Kammert, 1983 a, p493). IFC also requires that local and foreign resources be 
combined. It will invest only where there is provision for immediate or eventual local 
participation. 
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Although IFC does not require nor may it accept government guarantees for 
repayment it never invests in projects that to which the government objects. In fact, in most 
nations specific government approvals, authorisations, or permits ofvarious government units 
are necessary for any project. In addition, 1FC requires that appropriate arrangements be 
made for repatriation of its investments and earnings, (Baughn and Mandich, ed., Kammert, 
1983a, p493). 
IFC does not have any particular requirements for the proportion of equity and loan 
investment it will undertake for each project. Each project is examined according to its cash 
flow, individual risks, and estimated return on investment. 1FC may make either loan or 
equity investment, but it can make both types of investments to any enterprise in order to build 
an acceptable financial package, (Baughn and Mandich, ed, Kammert, 1983a, p494). IFC 
loans usually are granted at fixed rates on commercial terms for periods ranging from 7 to 12 
years. Interest rates vary with market conditions based upon the IFCs cost of funds, which are 
obtained mainly from the World Bank. 
In situations where IFC syndicates loans to private investors, including commercial 
banks, merchant banks, and insurance companies, market interest rates are based on the 
London Inter Bank Offered Rate (LIBOR). In many cases 1FC has granted loans in two 
portions, one at a fixed rate to be held in IFCs portfolio and another at floating rates based 
on LIBOR to be participated totally to private institutions. 
5.5.3 The International Development Association 
The International Development Association (IDA) is a fund administered by the World 
Bank. IDA was established in 1960 as an affiliate of the World Bank and it is considered the 
third organisation within the World Bank Group, an international organisation and the largest 
multilateral source of concessional assistance for low-income countries. IDA was designed 
to provide soft loans for development to the very poorest of the less-developed countries 
which cannot afford to borrow money on World Bank terms. The IDA and the IFC perform 
a more specialised role than the World Bank. 
The International Development Association is sometimes called the "soft-loan 
windoV' of the World Bank. It provides money for "non-productive" loans, such as housing 
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and sanitation projects. But the funds of the IDA are small and cannot cover all the needs of 
the under developed countries for soft loans, (Acheson, Chant and Phachowny, 1972, pxx). 
In order to reduce the strains of repayment on the less-developed countries IDA does 
not charge interest for their loans. The repayment of the loan is up to 50 years with 10 year 
grace periods when there is no principal repayment on the loan. There is an administrative fee 
or service charge of 0.75 percent on the unpaid balance. The loans are exclusively made to 
member countries of the World Bank, whose annual per capita income is less than $580, 
(Murinde, 1996, p207). It is important to point that while the terms of IDA are highly 
concessional, its projects are generally identical in scope and rigor to IBRD projects, (World 
Development Report, 1985, p108). 
The IDA lends only to governments; the benefits of the concessionary terms it offers 
go to the country as a whole not to any particular enterprise or entity within it, (International 
Development Association, 1978, p7). 
Although IDA is legally and financially distinct from the IBRD, it shares the same staff 
and has the same policies except for repayment terms. The president of the Bank is IDAs 
president. IDA has no employees of its own; World Bank employees do the work of 
preparing and supervising the projects and programs financed by IDA. It does what the Bank 
does, because the projects it assists have to meet the same criteria as do projects supported 
by the IBRD. (The World Bank Annual Report, 1995, p4). IDA makes money available to 
help support high-priority projects, which foster economic development in the developing 
world, (International Development Association, 1978, p5). 
5.5.3.1 Resources of the International Development Association 
International Development Association funds come from three major sources. They 
are as follows: 
a) Members' Subscriptions 
The initial subscription of each member of IDA is roughly proportional to its 
subscription to the capital stock of the World Bank. These members are divided 
into two categories. The first one includes the richer countries and the second 
includes the developing countries. The first category members pay their full 
subscription in convertible currency, all of which can be used by IDA in lending. 
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The second categories members pay only 10 percent of their subscription in 
convertible funds. The other 90 percent is paid in the member's own currency and 
cannot be used for lending without the consent of the member, (International 
Development Association, 1978, p27). 
b) Contributions provided by donor members 
Most of IDA resources are provided primarily from grants provided by 
governments of the rich-countries or by means of recurring cash contributions 
from governments, mostly from those of the industrial countries, (de Vries, 1987, 
p8). These resources are used to help finance development projects and programs 
invery poor nations, (International Development Association, 1978, p5). So, IDA 
resources come almost entirely from donor government funds, normally provided 
in replenishment every three years, (de Vries, 1987, p123). 
For IDA to attract funds from governments it has to prove that the projects it 
finances are productive enough to yield an economic return of at least 10 percent 
or better (International Development Association, 1978, p22). 
c) Transfers From the Bank's Net Income 
Since 1964, the World Bank has transferred a portion of its net income which is 
not distributed to IBRD shareholders to IDA. From that time the Board of 
Governors of the Bank adopted the following statement of policy, which remains 
in effect today: "Any transfers to the Association will be made only out of net 
income which (i) accrued during the fiscal year in respect of which the transfer is 
made; and, (ii) is not needed for allocation to reserves or otherwise required to be 
retained in the Bank's business and, accordingly, could prudently be distributed 
as dividends", (International Development Association, 1978, p28). Membership 
in IDA is open to all members of the IBRD, and 158 have joined. The funds lent 
by IDA come mostly in the form of contributions from its richer members, 
although some developing countries contribute to IDA, as well. IDA's resources 
have also been augmented by frequent transfers from the net earnings of the 
IBRD, (The World Bank Annual Report, 1995, p4). IDA is unlike the IBRD, 
which could in theory operate as a revolving fund requiring no additional financial 
support from member governments, (Payer, 1982, p4). 
160 
5.5.3.2 Loans of the International Development Association 
The IDA lends all its resources to countries with lowper capita income'. In fact, most 
IDA credits go to the poorest countries. It has been the most important single source of low- 
interest loans to poor countries, (de Vries, 1987, ppl22-123). 
There is a steady interplay in the lending operations of IDA and the IBRD. IDA deals 
with a changing roster of borrowers. As some countries are able to get by with fewer IDA 
credits, they will seek to borrow more from the IBRD. The IBRD lends to countries with 
widely differing levels of income and creditworthiness. And within individual countries the 
latter is subject to rapid change. Given the many changes now occurring in the categories of 
borrowing member countries, it would seem a good time to consider the adequacy of the 
terms on which IDA and IBRD credits are made available to different groups of countries, (de 
Vries, 1987, pp130-13 I). 
IDA loan, or "credits" as they are normally called, have a repayment period of fifty 
years and carry an interest rate (service charge) of only 0.75 percent2, while in the first ten 
years no repayments are made at all, (de Vries, 1987, p 10). 
The repayment period for IBRD loans is fifteen to twenty years, the period being 
shorter for countries with greater economic strength (usually as measured by per capita 
income); repayment actually begins after a three-to-six year grace period, depending on the 
nature of the project being financed. The maturity and grace periods of IBRD loans vary with 
the per capita income of the borrowing country, (de Vries, 1987, p 132). 
Since the inception of IDA, it has maintained the same terms for its credit which is 
repayment over fifty years with an initial grace period of ten years, during which no 
amortisation takes place. Its service charge is 0.75 percent on the disbursed balance 
outstanding on the credit and 0.5 percent charges on the undisbursed balance. The interest 
cost of IDA credits is much lower than the interest rates on IBRD or commercial bank loans. 
The interest rate on 1BRD loans moves with those prevailing in the market; while IDA 
charges are the same since its inception, (de Vries, 1987, p 13 1). 
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5.5.3.3 Funds Allocation of the International Development Associations 
The demand for IDA assistance has always exceeded the supply of available resources. 
IDA takes four main criteria-beside membership-into consideration in distributing its 
resources. These criteria are: 
1) The poverty level in the member countries. Per capita income levels affect the 
eligibility for credits. This per capita is modified from time to time to take the 
rising price level into account. 
2) The creditworthiness of prospective IDA borrowers. Since the establishment of 
IDA, studies have been made to assess which countries are creditworthy for 
borrowing from IDA, and cannot afford to get the Bank loans on conventional 
terms. 
3) The economic performance of prospective borrowers. Those nations which make 
serious efforts to improve the productivity of their citizens are better candidates 
for assistance than nations which mismanage their affairs, jeopardise their 
creditworthiness and prolong unnecessarily the period during which they have to 
depend on concessional aid. This criterion is the most difficult one to apply. 
4) The availability of projects suitable for IDA financing. The IDA Articles of 
Agreement favours finance being provided for specific projects. Therefore, even 
if a country qualifies under other criteria, it must present projects that are suitable 
for financing, (International Development Association, 1978, pp I 1- 13). 
5.6 International Center for Settlement of Investment Disputes 
The International Center for Settlement of Investment Disputes (ICSID) is a separate 
international organisation established under the convention on the settlement of Investment 
Disputes between states and nationals of other states which started operations in 1966, (The 
World Bank Annual Report, 1992, p 109). 
The International Center for Settlement of Investment Disputes seeks to encourage 
greater flows of international investment by providing facilities for the conciliation and 
arbitration of disputes between governments and foreign investors. To further its investment- 
promotion objectives, ICSID also carries out a range of research and publication activities in 
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the fields of foreign-investment law, (The World Bank Annual Report, 1992, p109 and The 
World Bank Annual Report, 1995, p130). 
ICSID's membership continues to grow and by 1995 it reached 119 members. An 
additional fifteen countries have signed but not yet ratified the convention, (The World Bank 
Annual Report, 1995, p30). 
5.7 Multilateral Investment Guarantee Agency 
The Multilateral Investment Guarantee Agency (MIGA), the newest member of the 
World Bank Group, was established in 1988. It has, as its principal responsibility, the 
promotion and encouragement of direct foreign investment for economic development in 
developing member countries through guarantees (investment insurance) to foreign investors 
against losses caused by non-commercial risks and through advisory and consultative services 
to members countries to assist them in creating a responsive investment climate and 
information base to guide and encourage the flow of capital. "MIGA is also an entity separate 
from the World Bank. Like the IFC, it has its own operating and legal staff but draws upon 
the Bank for administrative and other services. MIGA currently has 128 members", (The 
World Bank Annual Report, 1995, p5). 
MIGA also provides promotional and advisory services to its developing member 
countries to support their efforts to attract foreign direct investment. These services include 
the organisation ofinvestment development programs, foreign-investment policy round tables, 
research, and specialised advisory assistance to governments, (Annual Report, 1992, p 108). 
All of MIGA's projects are carefully reviewed to ensure their support to the 
environmental and developmental objectives of the World Bank Group, (The World Bank 
Annual Report, 1992, p 107). 
5.8 Other International Development InstitutionS3 
a) United Nation Organisations 
The United Nation Organisations are specialised agencies and programs which 
have an impact on development; they include in particular: 
The United Nations Educational, Scientific and Cultural Organisation (UNESCO); 
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the Economic and Social Council of the United Nations (ECOSOC); 
the World Health Organisation (WHO); 
the Food and Agriculture Organisation (FAO); 
the International Fund for Agricultural Development (IFAD); 
the United Nations Industrial Development Organisation (UNIDO); 
the United Nations Development Programme (UNDP); 
the United Nations Children's Fund (UNICEF); 
the United Nations Fund for Population Activities (UNFPA); 
the United Nations I-Egh Commissioner for Refugees (UNHCR); 
the United Nations Conference on Trade and Development (UNCTAD); and 
the United Nations Environment Programme (UNEP). 
b) Economic Development Institute 
While much of the work of the World Bank Group is involved in the transfer of 
capital to developing countries, the Economic Development Institute (EDI) 
focuses on the transfer of knowledge. EDI programs cover a sweep of subject 
areas, ranging from girls' education to macroeconomic management. The EDI 
operates under a strategy of "investing in ideas and people. " EDI also undertakes 
missions to assist countries to synthesise and adopt the lessons of world-wide 
development experience, (The World Bank Annual Report, 1995, p124). 
c) The Development Assistance Committee 
The Development Assistance Committee (DAC) was established in 1961 for 
Economic Co-operation and Development at the international level and is 
considered a major aid donor. The main role of the DAC is the collection, 
analysis, and dissemination ofinformation on assistance programs and policies and 
secondly the analysis and discussion of development issues among its members 
and the formulation of general principles of donor assistance, (World 
Development Report, 1985, p109). 
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d) Special Multilateral Development Banks 
Also there are some other multilateral development banks or funds financed 
exclusively by developing countries (Shihata, 1995, p35) such as: 
a) The Islamic Development Bank. 
b) The OPEC Fund for International Development. 
c) The Arab Bank for Economic Development in Africa. 
d) Each country has some specialised national development finance institutions 
and development programs and funds. 
5.9 Forms of International Capital Flows 
The main forms of international capital flows to developing countries (Thirwall, 1983, 
p307) are: 
1) Official flows from multilateral sources such as the World Bank, the International 
Development Association (IDA), and the international Finance Corporation (IFC). 
2) Direct private investment. 
3) Commercial Bank loans (including export credits). 
4) Official flows from bilateral sources such as developed and OPEC countries. 
A significant transformation has taken place in the last decade alone in the way nations 
organise their economic activity. "For many developing countries, private flows have become 
the most important source of financing7, (The World Bank Annual Report, 1995, p9). The 
private flows of funds and world economic integration have increased both "the scale and 
complexity ofthe development agenda, radically altering the context in which the World Bank 
carries out its activities", (The World Bank Annual Report, 1995, p9). In response to this the 
Bank is also changing to meet such demand. The major sources of multilateral assistance to 
developing countries are the World Bank and its two affiliates, the International Development 
Association (IDA), and the International Finance Corporation (IFC); the United Nations; and 
the various Development Banks, (Thirlwall, 1983, p315). 
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5.10 Regional Development Banks 
A number of other regional development banks have been created. They are not part 
of the World Bank Group, but many of them are somewhat similar; at least indirectly, they 
owe their existence to the example set by the IBRD. "The goals and methods of operation 
of the regional development banks are generally comparable with those of the World Bank, 
but they each have a much more limited geographical focus", (Roussakis, ed, Korth, 1983, 
p447). 
The distinguishing feature of regional development banks (as their name implies), is 
their operations are restricted to a regional geographical area. These banks work as a 
complement, rather than as supplant to the operations of the World Bank Group. Each 
regional bank is equipped to handle its regional econon-dc problems and meets its financing 
needs, (Murinde, 1996, p208). 
The main regional development banks include the European Investment Bank (EIB); 
the Inter-American Development Bank (IADB) for Latin America; the African Development 
Bank (AfDB) for Africa; the Asian Development Bank (AsDB) for Asia; the European Bank 
for Reconstruction and Development (EBRD) for Eastern Europe; and the Islamic 
Development Bank (IDB) for the Muslim World, (Murinde, 1996, p208). 
The regional development banks have at least two purposes which are common to all 
of them. First, the projects which they finance contribute to the integrated development of 
the region as a whole not only to the development of individual member countries. Second, 
they mobilise additional external resources, either from governments or from the world's 
capital markets. These two purposes (the mobilisation and allocation of development finance) 
reflect the functional element of the demand for regional development banks, (White, 1972, 
p26). 
Development banks are specialising either on a regional or on a sectoral basis within 
the region (such as industrial or agriculture development banks). The specialised development 
banks are common and some countries prefer regional development banks to sectoral 
development banks. 
The difference between regional development banks and other development finance 
institutions lies in the distinction of geographical elements of the demand. This is considered 
the main factor which calls for the establishment of such institutions at the regional level, 
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(White, 1972, p26). Thus, the position of the regional development bank is determined by 
two sorts of demand. One is the economic demand for institutions which will mobilise 
resources for development and will channel those resources to projects yielding a high 
economic return. The other is the political demand for institutions which will assert and 
strengthen regional identity, (White, 1972, p26). 
Regional development banks have many of the features of development finance 
institutions in general. "It is worth noticing that regional development banks are not a new 
kind of bank. They are examples of an existing type of institution, which in the 1960s was 
used to meet a new and growing demand", (White, 1972, p27). 
The demand for regional banks has four component, all of which have an important 
bearing on the functioning of such institutions, (White, 1972, p28): 
1) The functional element of demand is to some extent modified by the level at which 
it is articulated. Regional banks emphasise economic integration of the region. 
2) The geographical element of demand has to be related to the particular structures 
and capabilities which regional banks possess. 
3) An assertion of identity, the identification of particular internal characteristics 
which distinguish the region as a coherent entity. 
4) The character of the functional demand. The operational policy of the regional 
banks differs in identifiable and specific respects from the operational policies of 
other development finance institutions. 
Looking at the regional development banks from the point of view of both the 
developing and developed countries, shows the following: from the point of view of 
developing countries, the regional development banks meet their external capital needs, which 
in turn suggests that "regional banks should be assessed by their success in mobilising 
resources", (White, 1972, p27). From the point of view of the developed countries, the 
regional banks meet the need for improved technical competence in the appraisal of projects, 
which in turn suggests that "regional banks should be assessed by the rate of return on the 
projects which they finance, ie, by their operational record", (White, 1972, p27). 
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At the same time it has to be clarified that "there can be no such thing as the standard 
model, ready-made, all-purpose development bank which can be utilised effectively in any 
country the form must be tailored to each situation7, (Harlander and Mezger, 197 1, p20). 
The regional development banks and funds are modelled on the general pattern of the 
World Bank. Several funds and bilateral aid programs depend on the selection, definition, 
appraising and supervision by the World Bank. "A number of new funds based in the Middle 
East are formed for the purpose of dispensing excess oil revenues, bilateral aid programs- 
especially those of Scandinavia, theNetherlands, Great Britain, and Canada- frequently invest 
or contribute money to projects selected, defined, appraised, and supervised by the World 
Bank. ", (Payer, 1982, pp15-16). 
In the following section, the main regional development banks are examined in more 
detail and their distinctive characteristics are highlighted. 
5.10.1 The European Investment Bank 
The European Investment Bank (EIB) was established in 1958 by the European 
Community to provide development finance for projects in the poor areas of the European 
Union (EU) and since 1963 in the African, Caribbean and Pacific countries (ACP). About 60 
percent of the loan and equity involvement of the EIB is in Europe, while only about 15 
percent is in the ACP, (Murinde, 1996, p221). The Bank's main concern has been 
development of the less privileged regions or those countries facing industrial problems in 
Europe to achieve balanced development of the community. 
Through the EIB operations, many changes in Europe's economy have occurred and 
new member states have been more able to integrate into the community, (The European 
Investment Bank, 1993, p3). 
The European Investment Bank has been helping to build a more united Europe. Its 
main purpose and activity has been directed toward reducing inequalities between the regions. 
Its main role is directing saving toward investment in member countries whose capital markets 
offer insufficient resources, (The European Investment Bank, 1993, p I). 
Recipients of finance in these areas are governments, public and private corporations, 
and financial institutions. Interest rates are set with reference to market rates, but only 
represent a margin above funding costs to be able to cover administrative expenses and to 
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build up enough reserves and provisions for EIB operations. However, loans provided to 
poor nations will get interest rate subsides from the European Development Fund or the 
budget of the European Community, (Baughn and Mandich, ed, Tatsumi, 1983, p533). 
The European Investment Bank function is to contribute on a non-profit-making basis, 
to finance investment which assists the balanced development ofthe community, (Baughn and 
Mandich, ed, Tatsumi, 1983, p53 1). The EIB obtains funds on world capital markets, and 
commits them to projects for, on average, 7- 10 years, or even up to 20 years for infrastructure 
development activities, (Murinde, 1996, p2l. 1). 
The EIB provides loans to proposed projects and not grants. It must therefore be 
selective in the projects it finances from the proceeds of its borrowing on the capital markets. 
Every project before financing must be subject to rigorous appraisal in order to asses its 
economic worth, technical soundness and financial viability. EIB activity does not concentrate 
only on financial assistance, rather; it has a positive catalytic effect in the region. The EIB got 
this catalytic effect from its experience of the community's economic and business 
environment, and its strong position in the banking sector to help proprietors to achieve the 
optimum combination of resources for their project financing needs, (The European 
Investment Bank, 1993, pl). 
The EIB finances only part ofthe investment costs, supplementing the borrower's own 
funds and other sources of finance. This loan normally does not exceed 50 percent of the 
investment costs. Loans from the EIB maybe used in association with national or community 
grant aid, (The European Investment Bank, 1993, p24). The EIB has been helping, through 
its loans and guarantees, to construct a Closer-Knit Europe, in particular by developing the 
internal market and strengthening the economic and social fabric of the community, (The 
European Investment Bank, 1993, p3). 
The European Investment Bank Group includes the Bank itself and two funds: 
European Investment Fund 
The European Investment Fund (EIF) was established in April 1994. It provides 
guarantees for major infrastructure projects. The EIF operates on a self-sustaining basis; as 
a separate legal entity, its accounts are distinct from those of the EIB. Its daily management 
is handled by the EIB under a Co-operation Agreement. The EIF works on the basis of 
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banking criteria. Its operations are taking the form of financial guarantees and co-ordinate 
where necessary with other forms of community assistance. It also facilitates private 
infrastructure financing by providing a complement or partial alternative to government 
guarantees. 
The EIF represents an innovative structure in terms of its share ownership. It brings 
together public and private, community and national, partners in providing new means of 
supporting capital investment essential for the ECs economic recovery and balanced 
development, (The World Bank Annual Report, 1993, p20). 
5.10.1.2 European Development Fund 
The European Development Fund (EDF) was created by the European Economic 
Community (EEC) with the purpose of supplying development assistance to the allied nations 
of Europe. The members of the EDF are the same of the EEC, (Baughn and Mandich, ed, 
Tatsumi, 1983, p533). 
5.10.2 The Inter-American Development Bank 
The largest and the most prominent of the regional multilateral development banks is 
the Inter-American Development Bank (IADB). The IADB is a regional bank established in 
December 1959. It seeks to accelerate economic and social development in the developing 
countries of the western hernisphere-Latin America and the Caribbean- in addition to the 
potential borrowing countries. The United States, Canada, and many developed countries 
outside the western hemisphere are capital-contributing (but not borrowing) members, 
(Roussakis, ed, Korth, 1983, p447). 
The Inter-American Development Bank was created in response to a long-standing 
desire on the part of the Latin American nations for a development institution that would 
focus on the pressing problems of the region. "A resolution calling for the creation of such 
a bank was adopted at the First International American Conference, held in Washington, DC 
in 1890. While this initiative, and subsequent ones, failed to bear immediate fruit, in 1958 
president Juscelino Kubitschek ofBrazil proposed that the countries ofthe hen-Asphere embark 
upon a bold co-operative effort to promote the economic and social development of the 
region. His proposal received support from throughout the Hemisphere and shortly thereafter 
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a special committee of the organisation of American states drafted the Articles of Agreement 
Establishing the Inter-American Development Banle', (The World Bank Annual Report, 199 1, 
pl). 
The United States government opposed the establishment of a regional bank in Latin 
America because in their view most Latin American countries were members of the World 
Bank and the International Monetary Fund (HYT) and that the US Export-Import Bank had 
been making substantial loans to Latin America, so there was no need for establishing a special 
institution to finance Latin American development. 
Latin American countries, in turn, argued that the World Bank was supplying 
development credits too slowly and was applying unreasonably rigid standards for those 
credits and that the United States had given generous concessional aid to Europe during the 
Marshall plan era and large grants to Asia during the post-war period but gave only small 
loans from the US Export-Import Bank to Latin America. But the US concern for the 
political future ofLatin America and the increasing interest in its co-operation with the United 
States during the cold war brought about a change in the US government's position. In 
August 1958 President Dwight D. Eisenhower announced his willingness to consider the 
establishment of an inter-American bank. 
There was widespread disagreement between the Latin Americans about the nature 
of the institution to be formed. The US Treasury Department submitted a draft agreement for 
an institution patterned along the lines of the World Bank. The Organisation of American 
States (OAS) adopted this format in April 1959 and the IADB was established in December 
of that year. The IADB became second to the World Bank Group in total resources and 
annual loans made. Although the presidents of the IADB have always been Latin Americans, 
the United States Government has significant influence over the Bank's policies, (Mikesell and 
Williams, 1992, pp 18-19). 
The Inter-American Development Bank is considered the most important source of 
public external financing for the majority of the Latin American countries. It is involved in 
most of the region development activities. This diversified and continuing involvement by the 
bank in the region's development has transformed the bank into a leading international counsel 
on economic and social issues of importance to the area. This bank has become a major 
financial intermediary for capital transfers to Latin America, via borrowing in the international 
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capital markets and co-financing operations with private commercial banks and other 
international lending institutions. 
The structure of the Inter-American Development Bank is broadly similar to that of 
the Asian and African development banks. This is so because the last two institutions were 
to some extent modelled on the first one, (White, 1972, p 15 0). 
In the regions of Latin America most of the countries have made it a priority to 
improve the difficult social situation of large segments of the population. Social-sector 
lending is a cornerstone of the Bank's program. "The Bank is strongly supporting the region 
in its efforts to design innovative social policies and projects and improve the effectiveness and 
equity of social programs", (The World Bank Annual Report, 1995, p35). 
Every country in Latin America has its own individual characteristics and its pattern 
of development. This shows a sharp contrast with those of its neighbours but even though 
they have one common goal which is "to improve their societies economically and socially to 
enrich the quality of the life of their people" (Inter American Development Bank, 1974, p4). 
Each country is treated as a special case: "Latin America is a heterogeneous area whose 
countries exhibit sharp contrasts in size, resource endowments, and levels of economic and 
social development. The bank, therefore, regards each country as a particular case insofar as 
its economic and social structure and financing needs are concerned", (Baughn and Mandich, 
ed, Epstein, 1983, p15). 
During its years of operations, the Inter-American Development Bank has become a 
major catalyst in mobilising resources for the region, (The World Bank Annual Report, 199 1, 
pl). 
5.10.2.1 Membership in the Inter-American Development Bank 
The Bank's charter originally restricted membership in the institution to the member 
countries of the Organisation of American States (OAS), (Baughn and Mandich, ed, Epstein, 
1983,506). The Inter-American Development Bank's original membership included 19 Latin 
American and Caribbean countries and the United States. Subsequently, eight other Western 
Hemisphere Nations, including Canada, joined the Bank. Eighteen non-regional countries 
joined the Bank between 1976 and 1993. Now the Bank membership totals 46 nations, 
(Annual Report, 1995, p I). Latin America occupies about one-fifth the total area of the 
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inhabited continents and its population is almost 8 percent of the world's population, (Inter- 
American Development Bank, 1974, p4). 
The Inter-American Development Bank headquarters are in Washington DC, and it 
has country offices in each of its borrowing member countries and in Paris and Tokyo, (The 
World Bank Annual Report, 1995, pl). The Inter-American Development Bank Special 
Office in Europe (SOE), located in Paris, plays a significant role in fostering co-operation 
between the Bank and its non-regional member countries, (The World Bank Annual Report, 
1991, p37). 
5.10.2.2 Purpose and Functions of the Inter-American Development Bank 
The purpose of the Inter-American Development Bank is "to contribute to the 
acceleration of the process of economic and social development of the member regional 
developing countries, individually and collectively", (White, 1972, p 15 5). The main role and 
functions of the Bank are to act as promoter of investment of public and private capital for 
development purposes in Latin America, in addition to the use of its own resources and 
borrowing in the world's capital markets. The Bank also co-operates with the member 
countries to orient their development policies toward a better utilisation of their resources, 
to contribute to making their economies more complementary, and to foster the orderly 
growth of their foreign trade. In addition the Bank provides technical co-operation for the 
preparation, financing, and implementation of development plans and projects, including the 
study of priorities and the formulation of specific project proposals, (Baughn and Mandich, 
ed, Epstein, 1983, p508). 
5.10.2.3 Financial Resources of the Inter-American Development Bank 
The financial resources of the Bank consist of an ordinary capital account (comprising 
subscribed capital, reserves, and funds raised through borrowing) and Funds in Administration 
(comprising contributions made by member countries). The Bank also has a Fund for Special 
Operations (FSO) for lending on concessional terms for projects in countries classified as 
economically less developed, (The World Bank Annual Report, 1995, pl). 
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5.10.2.4 Lending of the Inter-American Development Bank 
The Inter-American Development Bank makes two different types of loans. Each 
comes from a different "fund": the first is the ordinary capital resource and the second is the 
Fund for Special Operations, (Roussakis, ed, Korth, 1983, p448). 
The ordinary capital resources fund is used to make productive loans at conventional 
terms to governments or private organisations capable of bearing the debt. Such loans must 
be repaid in the currency in which the loans were made, and guaranteed by the government 
of the recipient nation. These loans are similar in many respects to MRD loans. The funds 
for the ordinary capital resources funds are provided by member-country quotas. Also, the 
ordinary capital resources are buttressed by an additional, and much larger, amount of 
"callable" capital that is used as security for borrowing in the world capital markets. 
The Fund for Special Operations (FSO) provides funds on a less stringent basis than 
that associated with ordinary capital fiinds. Loans are not restricted to directly productive 
employment-for instance, housing and improvement of water and sewage facilities are 
legitimate purposes. Also, these long-term, relatively low-interest loans are often repayable 
in the currency of the borrower. . The FSO receives its resources from member-country 
contributions. This fund is similar in activity to the IDA, which it antedates, (Roussakis, ed, 
Korth, 1983, p448). 
The Bank Group includes the Bank itself and some other funds and institutions. 
5.10.2.5 Fund for Special Operations 
The Fund for Special Operations (FSO) is considered an innovation in public 
international financing it was established in 1959. The purpose of this fund is to make 
concessional loans to meet special needs arising in specific countries or with regard to specific 
projects. This fund enabled the Bank to provide special support for the economic and social 
development of the less developed countries of Latin America. 
Interest rates on these concessional fund loans vary from 1-4 percent, depending on 
the stage of development of the beneficiary country and the nature of the project. The term 
of the loan range between 20 to 40 years, (Baughn and Mandich, ed, Epstein, 1983, p513). 
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5.10.2.6 Multilateral Investment Fund 
The Multilateral Investment Fund (MIF) was established in 1992 to help in promoting 
the economic and social viability of market economies in the region, by providing funds for 
innovative programs, such as worker retraining, entrepreneurial development centres, and 
arbitration and mediation centres, (The World Bank Annual Report, 1995, plO). 
5.10.2.7 Inter-American Institute for Social Development 
The Inter-American Institute for Social Development (IAISD) was established in 1994 
to support the region in its efforts to design innovative social policies and projects and 
improve the effectiveness and equity of social programs. The role of the IAISD is training 
senior officials in Latin America and the Caribbean in modern techniques to upgrade the 
quality of social policies and social program management, thus contributing to reduce poverty 
in a systematic and effective way, (The World Bank Annual Report, 1995, p35). 
5.10.2.8 Inter-American Investment Corporation 
The Inter-American Investment Corporation (IAIC) plays a pivotal role in 
complementing the activities ofthe Inter-American Development Bank (IADB) by promoting 
the economic development ofthe region. Specifically, the IAIC encourages the establishment, 
expansion, and modernisation of private enterprises, preferably those that are small-and- 
medium-scale, (The World Bank Annual Report, 199 1, p3 8). 
The IAIC is a legally autonomous multilateral investment corporation with resources 
and management separate from the IADB. The IAIC works directly with the private sector 
and neither seeks nor requires goverment guarantees, (The World Bank Annual Report, 
1991, p38). 
5.10.2.9 Trust Funds in Administration 
Trust funds have been an important source of additional financing for projects, 
particularly projects benefiting low-income people. 
175 
5.10.3 The African Development Bank 
The African Development Bank (AfDB), like the Asian and Inter-American 
Development Banks, was shaped by some historical circumstances which led to its creation 
but with one important difference. The developed countries where behind the creation of the 
Asian and Inter-American Development Banks while the African development bank was 
shaped exclusively by the needs of the Africans themselves, (White, 1972, p9 1). 
In the same years as the initiation of the Asian Development Bank (AsDB), a similar 
organisation was begun in Africa. In that year the organisation of African Unity created the 
African Development Bank (AMB), with is headquarters inAbidjan, Ivory Coast, (Roussakis, 
ed, Korth, 1983, p449). 
The AfDB is also a development finance institution. The AfDB, like the IADB and 
the AsDB, was designed to provide financial and technical assistance to member countries, 
(Roussakis, ed, Korth, 1983, p449). 
The African Development Bank was established in September 1964, and started 
functioning in 1966, without developed-country members and very largely by Africans 
themselves. This means the AfDB is more restrictive than either of the other two 
Development Banks. According to the Bank's charter, membership was confined to 
independent African states, (Nfikesell and Williams, 1992, p24). 
Since the members of the AfDB were from the regions and not from the developed 
countries, it faced difficulty in attracting any financial contributions. However, the early 
1970s the Organisation for Economic Co-operation and Development (OECD) showed 
interest in assisting Africa and OECD member countries agreed to make contributions to the 
African Development Fund (ADF). The Bank started to admit non-African developed 
countries as contributing, but not borrowing, members. So, the AfDB grew in both numbers 
and resources, (Mikesell and Williams, 1992, p25). The Bank is owned by the government 
of 53 countries from the region and 24 from outside the region, (The World Bank Annual 
Report, 1995, pl). 
Comparing the African development bank with the Asian and Inter-American 
development banks suggests a rate ofprogress which appears excessively slow, (White, 1972, 
p 112). 
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5.10.3.1 Aims and Functions of the African Development Bank 
The stated purpose of the African development bank is "to promote and contribute to 
the economic development and social progress of its regional member countries individually 
and jointly', (Wbite, 1972, p104). The AfDB is considered an instrument for economic 
development "The African Development Bank was conceived as an instrument for economic 
co-operation and also as an organ within the commission to encourage financiers, 
industrialists, and entrepreneurs to participate in the formulation and execution of policies or 
economic development in Africa", (Foreword, 1981, pix). 
It has become a major catalyst in promoting the development of Africa. The Banks' 
principal functions are: 
To make loans and equity investments for the economic and social advancement 
of the regional member countries. 
2) To provide technical assistance for the preparation and execution of development 
projects and programmes. 
3) To promote investment of public and private capital for development purposes. 
4) To respond to requests for assistance in co-ordinating development policies and 
plans of regional member countries, (The World Bank Annual Report, 1995, p I). 
5.10.3.2 Financial Resources of the African Development Bank 
The Financial resources of the Bank consist of ordinary capital resources, comprising 
subscribed capital, reserves, funds raised through borrowing, and accumulated net income, 
(The World Bank Annual Report, 1995, pl). 
5.10.3.3 Lending Policy of the African Development Bank 
In order to qualify for commercial bank funds and public debt offerings, the African 
Development Bank maintains conservative lending policies and interest rates. Loans are made 
only to governments or their agencies. Interest rates are close to commercial rates. Loans 
can be for as long as 20 years, and grace periods of 3 to 5 years. In addition to the loans, the 
AfDB also provides guarantees and technical assistance, (Roussakis, ed, Korth, 1983, p449). 
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The African Development Bank is required to give special attention in its operations 
and lending to national and multinational projects and programmes which promote regional 
integration, (The World Bank Annual Report, 1995, p 1). The Bank's Articles of Agreement 
require that loans be made only for specific projects and that the bank favours regional loans 
involving more than one member country. The AfDB also has its own "soft-loan window" 
similar to the Fund for Special Operations of the IADB, the Asian Development Fund of the 
AsDB, and IDA of the World Bank. It is called the African Development Fund. 
5.10.3.4 Borrowing of the African Development Bank 
The Bank was expected to be able to borrow in the international capital markets on 
the basis of capital subject to call, as the World Bank and the other regional banks can do. But 
the other regional banks were able to borrow at rates of interest little different from those on 
US Treasury obligations because they could count on the capital subscriptions of developed- 
countries members to meet their obligations to foreign creditors, (NEkesell and Williams, 
1992, p24). 
Also, the international credit standing of African member countries was not high 
enough to provide a credible guarantee on the amounts borrowed. Beside that, many 
countries failed to make subscription payments in accordance with their agreement with the 
Bank, (White, 1972, p 116). 
The African Development Bank after it opened its doors to developed countries was 
able to borrow in the international capital market, on the guarantee ofthe unpaid subscriptions 
of non-regional members, (Nfikesell and Williams, 1992, p25). 
5.10.3.5 African Development Fund 
The African Development Fund was established in 1972 and commenced its operations 
in 1974. It is an international institution established to assist the African Development Bank 
in contributing to the economic and social development of the bank's members and to 
promote co-operation and increase international trade, particularly among the bank's members 
and to promote finance on concessional terms for such purposes. "The African Development 
Fund provides development finance on concessional terms to low income Regional member 
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countries, which are unable to borrow on the non-concessional terms of the Banle', (Baughn 
and Mandich, ed, Tatsurni, 1983, p529). 
While the African Development Bank when it was established had limited membership 
to countries in the region, in contrast the AfDF was set up with 13 member nations, principally 
industrialised nations, outside of the African region. Its current membership comprises 24 
non-African state participants and the African Development Bank, (The World Bank Annual 
Report, 1995, p I) 
The sources of the funds are mainly contributions and periodic replenishment by 
members. The fund is replenished on a3 -year basis. The fund finances projects and technical 
assistance, as well as studies. The ADF loans and grants are largely directed to low-income 
members of the African Development Bank. It lends at no interest rate, with a service charge 
of 0.75 percent annum; with a 50-year repayment period, including a 10-year grace period, 
(The World Bank Annual Report, 1995, pl). 
5.10.3.6 Nigeria Trust Fund 
The third member of the African Development Bank Group is the Nigeria Trust Fund. 
(NTF) The Nigeria Trust Fund was established by the government of Nigeria in 1976, to 
assist in the development efforts of the poorer AfDB members. The NTF in under AMB 
management. It lends at 4 percent interest rate, with a 25-year repayment period, including 
a 5-year grace period, (The World Bank Annual Report, 1995, p I). 
5.10.4 The Asian Development Bank 
Following World War II several Asian leaders became interesting in regional co- 
operation and in establishing a financial institution that would make them less dependent on 
loans from the World Bank, dominated by the United States and Western Europe. The 
interest of establishing an Asian development bank grew mainly from discussions in the United 
Nations Economic Comn-dssion for Asia and Far East (ECAFE) with its headquarters in 
Bangkok, Thailand. Japan showed strong interest in the establishment of an Asian bank, not 
as a source of capital for itself but as a means of increasing its influence in Asia. Several 
meetings took place at the ECAFE and a conference by the Asian Economic Co-operation 
endorsed the idea of an Asian bank. A charter was completed in 1964, modelled after the 
179 
World Bank. Again, the US government was sceptical about the need for another regional 
institution, but political developments worked in its favour. So, the Asian Development Bank 
was inaugurated in November 1966, with a headquarters in Manila, Philippines, but with a 
Japanese president, Takeshi Watanabe, who had played a leading role in promoting the idea 
of an Asian bank during the 1950s, (Mikesell and Williams, 1992, p2l). 
The Asian Development Bank (AsDB), is the Far Eastern Counterpart to the IADB. 
Its members include both Asian and non-Asian countries (contributing members only). The 
United States, Canada, Great Britain, and many Western European countries are among the 
non-regional members, (Roussakis, ed, Korth, 1983, p448). 
It is a development finance institution consisting of 55 member countries; its goal is 
promoting the economic and social progress ofthe member countries in the Asian and Pacific 
region. It is owned by the government of 39 countries from the region and 16 countries from 
outside the region, (The World Bank Annual Report, 1994, p13). 
The Bank is required to give special attention to the needs of the less developed 
countries and give priority to regional, sub-regional and national projects and programmes 
which will contribute to the economic growth of the region as a whole. 
The Asian Development Bank in White's view is considered a bank, but it is not in any 
significant sense Asian, and in any case there is some doubt whether the term 'Asian' in this 
context has any meaning. If not Asian, is the bank, as a development bank, at least an 
institution of the developing countries? The evidence presented here suggests that it is not, 
that the influence of the developed countries is so overwhelming that the bank does not 
constitute an effective partnership and that the bank's view of the development process is at 
best a limited and partial view, derived from the developed countries' experience rather than 
from the developing countries' felt needs and aspirations, (White, 1972, p84). 
These features of the bank are not the result of the position taken by particular 
countries or particular personalities. Rather, these features as White says are "rooted in its 
capital structure and in its given functions", (White, 1992, p84). 
The Asian development bank was modelled on World Bank precedents; several 
executive directors and senior officers of the Asian development bank, including the president 
and vice-president, had previously been executive directors or alternate executive directors 
of the World Bank. The senior officers also continue to consult the World Bank for guidance. 
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White says: "The Asian development bank possesses powers broadly similar to those of its 
two sisters' institutions; but in its membership and capital structure it is rather closer to the 
World Banle', (White, 1972, pp45-51). 
The Asian bank's claim to be an 'Asian' institution rests on the provision in Article 5 
(1) which ensures that at least 60 percent of the subscribed capital will be held by the 
countries ofthe region. But these regional countries include two - Australia and New Zealand 
- which are not part of the Asian continent (that is to say, the bank's definition of the 'region' 
broadens 'Asia', to take in Australia), (White, 1972, p55). 
Organisation and Administration of the Asian Development Bank 
The Bank"s highest policy-making body is the Board of Governors which meets 
annually. The operation of the Bank is done by the Board of Directors which is composed 
of 12 Directors (each with an Alternate), eight representing regional countries and four 
representing non-regional countries. The Board of Governors conducts an election for the 
Board of Directors every two years. The president of the Bank is elected by the Board of 
Governors for a term of five years. The president is chairman of the Board of Directors and 
directs the business of the Bank; he is assisted by three vice-presidents, who are appointed by 
the Board of Directors on the recommendation of the president. The president is responsible 
too for the organisation, appointment and dismissal of officers and staff in accordance with 
regulation set by the Board. "Under Article 28 ofthe Bank's charter, the Board of Governors 
is vested with all the powers of the Bank. In turn, the Governors delegate their authority to 
the Board of Directors, except for certain powers reserved to them under the charter", (The 
World Bank Annual Report, 1994, p13). 
5.10.4.2 Purpose of the Asian Development Bank 
The stated purpose of the Asian development bank is "to foster economic growth and 
co-operation in the Asian region and to contribute to the acceleration of the process of 
economic development of the developing member countries in the region, collectively and 
individually; (Article One)", (White, 1972, p58). 
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5.10.4.3 The Role of the Asian Development Bank 
The bank's role is to foster econon-ýc co-operation in the Asian and Pacific region. The 
bank's Medium-Term Strategic Framework emphasises the promotion of regional co- 
operation as one of its strategic roles. The bank recognises that such co-operation could 
produce substantial benefits in trade, investment, finance, technology, infrastructure, natural 
and human resource development, and environmental protection, (The World Bank Annual 
Report, 1994, p30). 
Regional co-operation for the Asian development bank is an important means for the 
developing member countries to accelerate their economic and social development. The Bank 
recognises that "the new global political and economic environment offers unprecedented 
opportunities for economic co-operation on a regional level. To seize those opportunities will 
require quick and decisive action7', (The World Bank Annual Report, 1994, p33). The Asian 
development bank pays greater attention to the social dimensions of development for the 
following reasons: 
Despite the relatively rapid economic growth in the Bank's region as a whole, 
poverty persists in many of its development member countries. 
2) The awareness that participation by people is essential for sustained economic 
growth. There is an increasing recognition that people should be at the centre of 
development, and development should be for all people, (The World Bank Annual 
Report, 1994, p59). 
The Asian development bank's social concerns have been incorporated in its 
operations through a range of policies, guidelines and instructions to staff. "Following the 
publication ofthe Bank's guidelines for incorporation of social dimensions in bank operations 
in 1993, a Handbook for Incorporation of Social Dimensions in Projects was published in 
1994 for the guidance of bank staff, staff of executing agencies and consultante', (The World 
Bank Annual Report, 1994, p59). 
5.10.4.4 Functions of the Asian Development Bank 
The Asian Development Bank's principal functions are (The World Bank Annual 
Report, 1991, pl): 
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1) To make loans and equity investments for economic and social development in 
their member countries. 
2) To provide technical assistance and advisory services for the preparation and 
execution of development projects and programs. 
3) To promote investment of private and public capital for development purposes. 
4) To respond to requests for assistance in co-ordinating development plans and 
policies of member countries. 
The bank has also three complementary functions in promoting regional co-operation, 
they are as follows: 
1) It provides information to increase developing member countries understanding 
of the importance of co-operation through its research and regional technical 
assistance activities. The bank also applies its experience to identify possible 
bottlenecks to co-operation and suggests how these could be overcome. 
2) It plays an important. supportive role by encouraging dialogue, suggesting 
approaches and identifying possible projects. 
3) Since it is a development bank, it is able not only to provide its own funds to 
support regional co-operation, but it can also help mobilise funds from other 
sources, such as multilateral and bilateral agencies, and the private sector, (The 
World Bank Annual Report, 1994, pp30-3 1). 
5.10.4.5 Financial Resources of the Asian Development Bank 
The financial resources of the Bank consist of. 
1) Ordinary capital resources which comprise: 
a) Subscribed capital. 
b) Reserves and funds raised through borrowing. 
2) Special Funds: 
a) contributions made by member countries. 
b) accumulated net income. 
c) amounts previously set aside from the paid-in capital. 
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5.10.4.6 Financing and Lending of the Asian Development Bank 
The Bank pays special attention to the less-developed member countries. Accordingly, 
Special Funds were established for financing those countries with concessional loans, ie, loans 
with longer maturities, longer grace periods and lower charges than those applicable for 
ordinary operations loans. 
The Asian Development Fund (AsDF) was established in 1974 to restructure and 
streamline the Bank's means for financing concessional loans. It is considered a "soft-loan 
window". It is analogous to the Fund for Special Operations of the IADB. The AsDF 
extends loans for as long as 40 years with a 10 year grace period and a very nominal (I 
percent) interest. The AsDF's funds come from the special contributions of its members; it 
cannot borrow from private markets, (Roussakis, ed, Korth, 1983, p449). 
Beside the Asian Development Fund there are other two funds: Technical Assistance 
Special Fund and Japan Special Fund. In 1967, the Bank established a Technical Assistance 
Special Fund (TASF) to finance technical assistance activities. This is financed by voluntary 
contributions from member countries and allocation from the ADF and ordinary capital 
resources income. 
In 1988, a Bilateral Fund, financed by the Government of Japan, was established. The 
Japan Special Fund QSF) is used to finance or co-finance technical assistance projects, on a 
grant basis, in both public and private sectors. The JSF is aimed to help Developing Member 
Countries (DMCs) restructure their economies, broadening the scope of new investment 
opportunities and assisting in recycling offunds to support the DMCs toward industrialization, 
technology transfer and natural and human resources development. 
The current Asian Development Fund (ADF) and Technical Assistance Special Fund 
(TASF) authorised by Resolution No. 214 of the Board of Governors in February 1992, is 
intended to finance the Bank's concessional lending operations during the four years from 
1992 to 1995, (The World Bank Annual Report, 1994, p109). 
A loan of the Asian Development Bank to member countries can be extended for as 
long as 30 years and a grace period on the repayment of principal can be as long as 7 years. 
The interest rates and credit record of the Organisation, as well as the backing Of its member 
governments, have allowed the AsDB to maintain a strong credit rating, (Roussakis, ed, 
Korth, 1983, p448). Most ofthe loans are extended to governments or government agencies. 
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Much ofthe AsDBs lending involves co-financing activities with official as well as commercial 
and export credit sources. The Bank has also entered into equity investment operations. 
Technical assistance is also an important service of the organisation. 
5.10.4.7 Operations of the Asian Development Bank 
The Asian development bank's operating principles are set in some detail; but they are 
summed up in the requirement that the bank will be guided by sound banking principles. "It 
is laid down that the bank should engage 'principally' in the financing of specific projects, the 
only stated exception being loans to national development banks which themselves finance 
specific development projects. The bank is required to give priority to projects which will 
foster regional co-operation, and to the smaller member countries. Guidelines are laid down 
for ensuring that the bank does not put its resources at risk, (Article 14)", (White, 1972, p64). 
The Bank's operations cover the entire spectrum of economic development, with 
particular emphasis on transport and communication, energy, agriculture, capital market 
development and social infrastructure. Most Bank financing is designed to support specific 
projects. However, the Bank also provides programmes with multi-project loans: 
a) Public Sector Operations 
The Bank"s public sector lending is increasing every year, with government 
guarantees and including credit lines through development finance institutions 
(DFIs) for industry and agriculture. The growth in lending is due mainly to an 
increase in the number of Ordinary Capital Resources (OCR) loan approvals. 
b) Private Sector Activities 
There was an effort in a number of DMCs to enlarge the role of the private sector 
and market forces in economic activity. The Bank role was through policy 
discussion and advice, and attracting overseas technology and capital, privatising 
state enterprises and financial intermediaries and operations, and developing a 
strong and diversified financial system capable of efficiently servicing the needs of 
the private sector. 
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Assistance to the private sector is provided both directly to selected enterprises 
and financial intermediaries and indirectly through selected local intermediaries to 
targeted groups of enterprises. Direct financing is through minority equity 
participation and long-term-loans. 
c) Private Sector Support 
One of the Bank's basic objectives is to encourage the development of the private 
sector. The Bank indirect financial assistance to private enterprises is through a 
Development Finance Institutions (DFI) credit line. The Bank also lends directly 
to the private sector without a government guarantee and makes equity 
investments in eligible private entities. 
d) Co-operation with Non-Governmental Organisation 
Those Non-Governmental Organisations (NGOs) are important partners in the 
implementation of Bank projects. Even though they are small in size and scope 
they can be useful 'alternative mechanisms for project development and 
implementation in certain types of projects, particularly those related to poverty 
reduction. 
e) Lending and Operational Policies 
The Bank continues to develop its lending and operational policies in light of the 
evolving needs of its DMCs, the international environment and the future 
directions that have been identified. Programme lending has been mainly an Asian 
Development Fund (ADF) instrument. 
0 Social Infrastructure 
One of the objectives ofthe Bank is to support social infrastructure to improve the 
quality of life and to promote economic growth. This economic growth is hard 
to sustain unless the basic human services are made available to the majority of a 
country's population. Projects are based, for example, in primary education, 
health care, urban development, water supply and sanitation. 
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g) Poverty Reduction 
Poverty is still one of the main problems in Asia. The Bank has developed a two- 
action plan for poverty reduction. First, greater attention is be paid to poverty 
issues during country programming and project processing activities in order to 
enhance the quality and scope of conventional projects. Secondly, DMC 
programs and policies for direct poverty reduction is supported and project 
components will be specifically developed to improve the livelihood prospects and 
living standards of targeted groups of poor people. The Bank has an inter- 
departmental poverty alleviation working group, which has been active in 
providing direction to improve the depth and coherence ofpoverty reduction. The 
Bank's lending for specific poverty reduction projects continues to rise 
significantly. 
h) Disaster Rehahilitations 
Under a policy formalised in 1989, the Bank is in a position to provide quick 
rehabilitation assistance to DMCs adversely affected by natural disasters. 
i) Technical Assistance Operations of the Asian Development Bank 
Technical assistance plays an important and active role in the Bank's operations. 
This assistance helps the developing member countries (DMCs) design, plan 
programmes and set policies and implement development projects. This helps 
improve regional co-operation. Technical assistance is financed through grants 
or loans or a combination of both. Funding for grants come from voluntary 
contributions to the Technical Assistance Special Fund (TASF) from both 
industrial and developing member countries, income from Ordinary Capital 
Resources (OCR) operations, investment income from TASF, allocations to the 
TASF from the Asian Development Fund (ADF) and from the Japan Special 
Development Fund QSDF) and grants from multilateral and bilateral sources 
(under co-financing and exclusive financing arrangements) such as the United 
Nations Development Programme (UNDP), the Finish International Development 
Agency, Environment Agency of Japan, and the governments of France, 
Netherlands, Norway and Switzerland. Technical Assistance loans is financed 
from both OCR and ADF, together with multilateral and bilateral sources. 
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Co-Financing and Guarantee Operations 
The Bank is utilising its co-financing modalities including the use of the 
complementary Financing Schemes (CFS) and Guarantee facilities. 
k) Strategic Planning 
In July 1991 a strategic planning unit was established to develop and co-ordinate 
the process of strategic planning system. Its purpose is to maximise the 
effectiveness of the Bank's resources by establishing a close relationship between 
resource allocation and strategic goals and priorities. 
1) Aid Co-ordination 
The Bank co-ordinates its policies and strategies in many of its DMCs with 
bilateral and Multilateral aid agencies to optimise the use of scarce development 
resources. It is involved with the World Bank and the International Monetary 
Fund in monitoring macroeconomic development in its DMCs and participates in 
various country and sector-specific donor group meetings to co-ordinate socio- 
economic strategies. The Bank has come to be recognised as a major partner in 
the process of economic restructuring in several DMCs. 
5.10.4.8 Post-Evaluation Of the Projects in the Asian Development Bank 
The AsDB runs a Post-Evaluation for their projects to assess the effectiveness of their 
operations, project formulation, implementation and draws a lessons for the future. Theoffice 
which exercises this procedure is called Post-Evaluation Office (PEO). This offers the Banks' 
management and staff invaluable inputs for the design and implementation of new projects. 
Post-Evaluated projects are classified as generally successful, partly successful, or 
unsuccessful. The projects are judged by their economic impact as reflected in economic 
internal rates of return and/or the extent to which their major purposes and goals are achieved 
and are commensurate with costs actually incurred. 
To have continuous feedback, PEOs computerised Post-Evaluation Information 
System (PEIS) continues to provide the Bank's operational department with data and analyses 
on Post-Evaluated projects/programmes. 
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5.10.4.9 Financial Management of the Asian Development Bank 
The ability of the AsDB to meet its debt obligations out of its earnings, despite 
fluctuations in the amount of such earnings, is measured by the ratio which the Bank's net 
income, before deducting interest on borrowing, bears to such interest expenses. This ratio 
is known as the interest-coverage ratio (ICR). 
Another decisive financial indicator managed by the Bank is the ratio of its reserves 
to disbursements and outstanding loans (RDR), which measures the ability of the bank to 
protect itself against capital impairment due to possible loan losses (for the purpose of this 
ratio, reserves include the following accounts: ordinary and special reserves, translation 
adjustment and unallocated net income). 
5.10.4.10 Liquid Asset Investments of the Asian Development Bank 
The Bank has a policy of maintaining its year-end holdings of liquid assets at no less 
than 40 percent of undisbursed balances of both effective and not yet effective loans. The 
Bank's liquid assets consist ofinvestment holdings (excluding special reserve investments) and 
unrestricted cash. The Bank's primary objective in holding liquidity at this level is to ensure 
the uninterrupted availability of funds for its operations and to ensure flexibility in its 
borrowing decisions, especially when borrowing is temporarily affected by adverse conditions 
in the capital markets. 
The liquid assets investment portfolio is actively managed, with the Bank according 
primary consideration to the security and liquidity of funds invested and seeking to earn 
maximum income on these assets. 
5.10.5 The European Bank for Reconstruction and Development 
The European Bank for Reconstruction and Development (EBRD) was established 
in 1991 by the agreement signed in May 1990 by representatives of 40 nations, the European 
Investment Bank and the European Community. The EBRD is unique because it is the first 
multilateral development bank to have both the United States and the former USSR countries 
as members, (Murinde, 1996, p208). 
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The separation of the USSR countries and the establishment of the EBRD created an 
institution to work for the transition of economies in Eastern Europe. The EBRD therefore 
is the main vehicle for the transformation of international financial relations within Europe 
(Murinde, 1996, pp208-209). The EBRD is to "foster the transition toward open market- 
oriented economies and to promote private and entrepreneurial initiative in the central and 
eastern European countries committed to and applying the principles ofmultiparty democracy, 
pluralism and market economics", (The World Bank Annual Report, 1995, p 1). The EBRD 
implements structural and sectoral economic reforms, including demonopolisation, 
decentralisation and privatisation, taking into account the particular needs of countries at 
different stages of transition, (The World Bank Annual Report, 1995, p I). Activities include 
the promotion of private sector activity, the strengthening of financial institutions and legal 
systems, and the development of the infrastructure needed to support the private sector, (The 
World Bank Annual Report, 1995, pl). The EBRD applies sound banking and investment 
principles in all of its operations. 
The EBRD role is considered a catalyst of change; for this reason the Bank encourages 
co-financing and foreign direct investment from the private and public sectors, helps to 
mobilise domestic capital, and provides technical co-operation in relevant areas. To be able 
to fulfil this it works in close co-operation with international financial institutions and other 
international organisations. In all of its activities, the Bank promotes environmentally sound 
and sustainable development, (The World Bank Annual Report, 1995, pl). 
5.10.5.1 Sub-Regional and National Development Banks 
In addition to global development banks, the World Bank Group, and the regional 
development banks, there exists in LDCs a third level of development banks which are 
considered sub-regional development banks. Such banks, like the East African Development 
Bank (EADB) were set up to finance development projects in the sub-region (Murinde, 1996, 
p212). Other examples are the West African Development Bank, Caribbean Development 
Bank and the Arab Fund for Economic and Social Development, (Shihata, 1995, p35). 
National development banks have been established by all the developing countries. 
Most of these national development banks are wholly-owned and controlled by national 
governments, and there are also some private development banks operating side by side with 
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those banks owned by the government. These National Development Banks operate jointly 
if there is a large scale project which may require co-financing, (Murinde, 1996, p212). 
5.10.5.2 Private Regional Development Banks 
Beside the governmental regional development banks there are private regional 
development banks, like, for example, the Atlantic Development Group for Latin America 
(ADGLA), established in 1964. The ADGLA is an international private joint venture with 
about 230 shareholder banks or companies. Its headquarters is in Luxembourg but its aim is 
to strengthen the private sector in Latin America Countries by providing technical assistance 
and development finance, (Murinde, 1996, p2l 1). 
Another private regional development bank is the Private Investment Company ofAsia 
(PICA), established in February 1969. The Objective of PICA is to contribute to fostering 
the development of private sector companies in Asia, of private sector companies in Asia, by 
providing technical assistance and development finance, (Murinde, 1996, p2l 1). The 
headquarters of PICA is located in Singapore. PICA is financed by shareholders. It accepts 
the risk of its investments, and its activities are characterised by close involvement in the 
establishment, expansion, and restructuring ofcompanies, (Baughn and Mandich, ed, Tatsumi, 
1983, p537). 
5.11 Conclusion 
The Inter-American Development Bank began its lending operations in 1961. The 
Asian Development Bank, a considerably younger institution than the IADB started 
operations only in 1966. The African Development Bank established in 1964, is unique 
among the regional banks in that throughout its early history the Bank was a purely regional 
institution without financial support from outside, (Stein and Johnson, 1979, p28). For this 
reason it played a very minor economic role in its early years. 
The World Bank, the Agency for International Development and more recently the 
International Finance Corporation and the Inter-American Development Bank have been the 
pioneers in the initiating and strengthening of development banking, (Dock Houk, 1967, p 1). 
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Table 5.1 explains in full detail the comparison of the World Bank and all the Regional 
Development Banks. From that table it is very clear that all the regional developments banks 
are modelled on the World Bank. Each bank has a group affiliated to it. The smallest regional 
bank is the EIB which has 12 members while the AfDB has 77 members and the largest 
multilateral development bank is IADB. The World Bank is the only international 
development bank. It has 178 members. 
There are, also, many similarities between the purpose, aims, and functions of all of 
them. Their sources of fiinds are the same and the uses of funds almost the same; none of 
them give grants rather all of them concentrate on providing loans to the proposed projects. 
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Notes 
1) This per capita income changes according to the increase of prices and it is announced 
by the World Bank. 
2) According to the latest Annual Report, 1995, IDA credit has to be repaid over a 
period of thirty- five to forty years and their annual service charge is only 0.5 percent 
on the disbursed amount of each credit, (Annual Report, 1995, p4). 
3) These development institutions are not going to be discussed here rather it is going 
only to be mentioned because the concern of the research is on development banks 
only not development institutions. 
4) The concern of this research will be on this Islamic Development Bank as a case study 
in the next chapters. 
5) The member nations of the European Community are Belgium, FR. Germany, France, 
Italy, Luxembourg, the Netherlands, Denmark, Ireland, the United Kingdom, and 
Greece. 
6) Examples of these national development banks are the Korean Development Finance 
Corporation, the Industrial Credit and Investment Corporation of India, and the 
Uganda Development Bank. 
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Chapter 6 
Islamic Development Banking 
6.1 Introduction 
The main objective of this chapter is to delineate a model of Islamic development 
banking on the basis of the Islamic concept of development, the distinctive features of the 
Islamic social system, and the Islamic principles of finance. This theoretical model will then 
be put to the test in the next chapter by comparing it with the practices of the Islamic 
Development Bank. 
The first section of this chapter is devoted to explaining the concept of development 
in Islam, and the relation between resources and development. This section also will outlines 
the distinctive features and principles ofthe Islamic social system contributing to development 
banking and the distinctive features of Islamic economic and financial system on development 
banking. 
The second section is devoted to outlining the features of an Islamic development 
bank in theory compared to conventional theory. This section also examines the financial 
resources of an Islamic development bank, the financing modes to be used, and the financial 
policies to be applied. Islamic development banking cannot be outlined without explaining 
what a bankable development project in Islam means. The last section discusses the priorities 
of financing and the choice of projects by the development bank, the sectoral priorities of 
those projects, and the role of the Islamic development bank in the project cycle. 
6.2 The Islamic Development Bank 
Though there are explicit theories on Islamic banking', no specific theory so far has 
been developed for Islamic development banking'. Despite the fact that a practical model of 
Islamic development banking has been in operation for more than twenty yeare no attempt 
has so far been made to synthesise the model in the light of the theory of Islamic finance in 
general and of Islamic development finance in particular. The structure of Islamic 
development banking will follow the prototype model of the conventional development 
banking. 
To delineate a model of an Islamic development bank we need to understand carefully 
three things: 
1) The concept of development in Islam. 
2) Distinct elements of the Islamic society contributing to the Islamic concept of 
development. 
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3), Distinct features of the Islamic financial system having a bearing upon the operations 
of an Islan-fic Development Bank. 
6.3 Concept of Development in Islam 
The concept of development in Islam has moral, spiritual, and material aspects. 
'Development becomes a goal - and value-oriented activity devoted to the optin-dsation of 
human well-being in all these dimensions", (Ahmad, 1979, p13). In Islam, all of these 
di mensions are inseparable. Islam aims for the welfare of people in this life and the life 
hereafter and actually there is no conflict between the two. This shows that the focus and the 
heart of a development process in Islam is man. Development, therefore, means development 
ofman and his physical and socio-cultural environment. In Islam, human attitudes, incentives, 
tastes and aspirations are considered policy variables as well as physical resources, capital, 
labour, education, skill, organisation, etc. All of this shows and emphasises that Islam shifts 
the focus of effort from the physical environment and materialism to man in his social setting; 
his welfare is the main objective, (ibid). 
Islam offers a complete system encompassing all aspects of life such as ethical, 
cultural, economic, financial, political, administrative, social, and moral system, etc. Each is 
considered as a subsystem of the overall system. It is important to know that all these 
subsystems are interconnected and should work together in perfect harmony, just like the 
human body. Keeping this in mind then Islam does not believe in monastic life, rather it likes 
people to enjoy the bounties of Allah and to live a comfortable and prosperous life. "The 
objective ofIslam is to have a happy, sound, and peaceful society. This happiness and peaceful 
society can be achieved through mutual co-operation, honour, respect, help, assistance, 
brotherhood, and very close neighbourhood. " (Sadeq el al, ed., Sadeq, 1991, p90). 
Looking at the meaning of economic development in Islam, it is considered "a process 
of alleviating poverty and provision of ease, comfort and decency in life', (Sadeq et al, ed., 
Iqbal, 199 1, p 102). It also refers to the process whereby "the people of a country or region 
come to utilise the resources available to bring about Sustained increases in per-capita 
production of goods and services", (Abdul Mannan, 1975, p338). 
Economic development involves, a number of changes in quantitative as well as 
qualitative dimensions. It involves too, the attainment of a number of ideals such as a rise 
inproductivity, social and economic equalisation, acquisition ofmodem knowledge, improved 
institutions, attitudes and a rationally co-ordinated system ofpolicy measures that can remove 
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a host of undesirable conditions in the social and economic system, (Black, 1966, pp55-56). 
Development is a humanitarian process the development of mankind in both ethical and 
materialistic fields. Economic development is achieved through building and structuring on 
earth by mankind. (Sadeq et al, ed., Iqbal, 1991, p90). 
Development in Islam should be directed for the benefit and welfare of mankind. The 
economic principles of Islam aim at establishing a just society wherein everyone will behave 
responsibly and honestly, and be accountable not only in the worldly life but also in the life 
Hereafter. The welfare of people and relief of their hardships is the basic objective of the 
Islamic Shari'ah, (Chapra, 1985, p35). Also, it should be noticed that: "The achievement of 
economic well-being by removing all sufferings of starvation, poverty and other hardships 
through the satisfaction of all basic needs and provision of the items of permitted material 
comforts to lead a life of honour suitable for the Vicegerent of Allah", (Sadeq et al, ed., 
Sadeq 1991, p56). 
The institutions of co-operation and spirit of brotherhood, the right of others in one's 
property are the means to achieve comprehensive development in society. "At its core, 
development must be about improvement of human well-being; removal of hunger, disease 
and ignorance; and productive employment for all. Its first goal must be to end poverty and 
satisfy the priority needs of all people in a jyýr that can be productively sustained over future 
'I . 
generations"', (Report of the Secretary-General to the United Nations General Assembly, 
1994, paragraph6). 
, 
yorld War II required the reconstruction of its The regeneration of Europe after N 
infrastructiýre. After the destruction of the war fadedl then the focus of the development 
community shifted from Europe to what are now generally called the developing countries. 
These countries needed both infrastructure and direct assistance against poverty, (Shihata, 
1995, pp4l-42). The cause of poverty in de Vries view is: "Fundamentally, poverty is caused 
by a combination ofpoor natural resources, poor human conditions, and poor policies. When 
natural resources are scarce or ill developed, policies are especially important if a country is 
to attain some momentum of development", (de Vries, 1987, p126). 
The main objective of all the development programs now is the reduction of poverty, 
while during the 1940s-1960s the development efforts focussed on economic growth, 
development of infrastructure, and rapid industrialisation. 
All of this discussion shows that development in Islam would mean moral, spiritual 
and material development of the individual in particular and the society in general leading to 
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maximum socio-economic welfare of people and the ultimate good of mankind, (Ahmad, 
1979, p14). 
6.4 Resources and Development Policy 
Any development anywhere in the whole world needs resources, "All resources in 
heaven and earth are created with the objective to serve the human beings. " (Shaw, 1973, p2) 
These resources are natural, human, and investable (either domestic or external). 
Natural resources in Muslim countries need quantum and efficiency of production. 
Production in Islam means producing things which are useful for man in the light of the value 
pattern of Islam; and never producing those things whose use is forbidden in Islam. 
Production of essential and useful things should have priority and the needs of the Ummah 
have to be taken into consideration, (Ahmad, 1979, p15). This priority and need would 
include: production and supply of food and basic items ofnecessity (such as infrastructure and 
basic raw materials); self-sufficiency in the production of basic capital goods; and defence 
requirements, (ibid). 
Man is considered to be pivotal to development, both as an instrument and objective. 
Development in any country will be achieved for mankind by mankind. Man is the active 
agent of development, while the other factors are passive: "Abundance of non-human factors 
can do very little without human resources. Any economic activity requires entrepreneurial 
human resources to combine with all other factors as well as the workforce to do the practical 
work of producing goods and services. No development can take place without labour and 
entrepreneurial human resources. " (Sadeq el al, ed., Sadeq, 199 1, p87). Islam emphasises the 
efficient utilisation ofhuman resources by providing good education and training, better social 
welfare, and protection and equitable distribution of wealth. Islam emphasises too the 
development of entrepreneurship by providing spiritual and economic incentives, and by 
protecting it from the risk of losses, (ibid). 
Islam has placed special emphasis on labour and urged the individual to work and 
increase the level of production to achieve greater economic development for the benefit of 
his society and because the individual himself is the nucleus of such society. The application 
ofthe Islamic rules and principles develops in the individual himselfall kinds ofvirtues, ethics, 
and values which help in establishing a productive person, (EI-Sarraf, 1985, pp37-38). Islam 
is so positive in terms of its esteem for hard work. This shows that more productive 
entrepreneurship should lead to increased investment. The esteem for work, along with the 
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urge to improve one"s living conditions and those ofothers will be highly conducive to growth 
(Chapra, 1985, p123). 
Savings play an important role in the process of development when they are mobilised 
and invested to meet the goals and objectives of the development process. Islam encourages 
people to mobilise and invest investable resources in the following ways: 
1) Motivation for mobilisation and utilisation of resources'. 
2) The spiritual and economic penalties for keeping resources idle. Severe punishment 
on the Day of Judgement has been declared in the Qur'an for hoarding of resources 
in gold, silver, or any other forms. Hoarding causes leakage of resources from the 
production process, which will lead to recession. This hoarding will lead to adverse 
effects in the economy and suffering in human life. While the process of investment 
will allow zakah to be paid out of profit and create more gain for the investor. 
3) The economic incentive to utilise resources for the purpose of investment. Islam 
provides a business framework in which a person can invest his resources by different 
modes of financing. This way the investable resources will be used in the production 
process according to Islanfic Shar'ia. The different modes of financing make it clear 
how the owners of the investable resources and the entrepreneur invest those 
resources. The Islamic norm of life is thus favourable for mobilising investable 
resources for development. 
All of these resources should be channelled toward improving the real standard of 
living of all people to achieve their moral, economic, and social welfare. These resources 
should be used for development of the Muslim world. But it has to be kept in mind that 
balanced and harmonious development of different regions within a country and of the 
different sectors of society and the economy is so important. Balanced development means 
justice. It is essential for maximum progress; there should be less economic dualism and more 
economic integration. There has to be also evolution of technology suited to the conditions, 
needs, and aspirations of the Muslim countries, (Ahmad, 1979, p16). 
It is the duty of society to develop themselves. Development will not come to those 
who do not try to develop themselves and some people will have to take up the development 
of a society as a duty. Otherwise, everyone will be sinful. (The concept of Fard Kifayah in 
Islam). Government responsibility for managing Muslim societies involves developing policies 
and institutions contributing to the development of society. 
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6.5 Distinctive Features and Principles of the Islamic Social System Contributing 
to Development Banking 
There are some distinctive features and principles of the Islamic social system which 
affect the Islamic economic and financial system and which contribute to development. These 
features (for more details please see chapter three) in short again they are as follow: Justice 
and equality, brotherhood, benevolence and mutual co-operation, morale values, good 
treatment and caring for the poor, spirit of sharing between Muslims, concept of Fard Kifiyah 
and contribution of social welfare, importance of education and work (Fard Ayn), education 
and training and human development. 
6.6 Distinctive Features of the Islamic Economic and Financial System Contributing 
to Development Banking 
Capital is one factor ofproduction and it plays a decisive role in development. Without 
its continuous, steady, and increasing supply it is hard to see how any major economic 
development could take place: "One goal of development is usually to increase the supply of 
capital, particularly long-term funds, and to reduce its cosf ', (Sabbagh, 1986, p4). Economic 
development requires resources for the production of capital goods and human capital. So, 
capital accumulation is at the core ofthe process of economic development. Capital increases 
by investment and this investment requires savings or an inflow of foreign capital. 
Two broad categories of investment are essential for growth. One is investment in 
people through education, health, nutrition, and family planning services. The other is 
investment in physical capital, especially infrastructures, (Shihata, 1995, p619). Both ofthese 
are essential for development in any society. 
The primary role of the financial system in the economy is to aid in transforming 
savings into investment. This system emphasises involvement in economic activities for 
human welfare and to utilise the bounties of Allah which are meant for them. The purpose 
of the financial system is to provide an effective means of bringing together suppliers and 
demanders of capital. Those suppliers and demanders of capital can meet through Islamic 
financial institutions. 
The main features of the Islamic financial system (see Chapter 3) dictate that on 
development banking there is a prohibition ofinterest and utilisation ofthe rates of return, and 
risk sharing as rewards for the suppliers and demanders of funds; property rights, rational 
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consumption, equitable distribution of wealth, participatory financing, trade financing, and 
lease financing. All have their Islamic interpretation (see Chapter 3). 
6.7 Features of an Islamic Development Bank 
6.7.1 Need for an Islamic Development Bank 
-e 
Governments began after World War II to establish special financial institutions such 
as industrial development banks to promote economic growth because they believed that 
industrialisation was the key to economic progress. At the same time commercial banks were 
unable to meet all the demands of industry. "The developing countries were seriously 
jeopardised by budgetary and capital shortage constraints, lagging food production, rising 
levels of debt service payments, slow growth in export earnings, a rising import bill due to 
higher capital goods prices, and the high interest rates, which made the cost of capital to the 
poor borrowing countries unbearable" (Meenai, 1989, p I). One of the aims of establishing 
an Islamic Development Bank is to decrease the inflow of foreign capital and increase the 
level of participation of Muslim countries in searching out economic development. 
Muslim countries have a high potential for development, but unfortunately this 
potential has not always been properly utilised. One recommendation for exploiting this 
potential is that all Muslims should be united to become as one single body'. This single body 
in Islam is called Ummah which means one community. This shows that social harmony is an 
imperative of an ideal society. Also, generally Muslim countries are the poorest countries of 
the world; with the exception of a few oil rich states. An Islamic Development Bank brings 
all Muslim countries together for more co-operation and development. 
Islamic development banks should support and finance projects which have social 
welfare effects in society. They should provide finance to projects to promote work and self 
dependency, increase employment, encourage brotherhood, and social solidarity, team work, 
and economic well being in accordance with Islamic values. In short, the proposed projects 
should aim for socio-economic development in a country. 
6.7.2 Goals and Objectives of Islamic Development Bank 
Given the belief that Allah is the absolute owner of all the wealth of mankind and man 
only is a trustee for that wealth it is a responsibility that man has to use his wealth for the 
welfare of the poor and the needy in the forms of donations or investment in order to achieve 
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the goal of the welfare of people and to please Allah. "The obligation to help the poor and 
the needy is based on the pren-dse that God alone is the creator and real owner of all wealth, 
and what a man gets in this world from this effort is His Grace. Spending a part of his wealth 
on the poor and the needy is thus an expression of man's gratitude to God. It is God's 
munificence that He regards the amount thus spent as a 'goodly loan' which in recompense 
is increased manifold", (Ahmad, 1991, p42). 
This shows that the final goal of any Muslim or any institution in the Muslim society 
is pleasing Allah. To reach this final goal then the objective of an Islamic development bank 
should be to finance the development needs of a society, particularly to alleviate poverty, to 
promote social progress (such as education and health), and to develop major sectors of the 
economy. 
6.7.2.1 Social Welfare of Man and Poverty Alleviation 
Since Allah has created man to settle on earth and provided him with considerable 
natural resources to meet his needs and achieve his increased welfare then the Islamic 
development bank should promote projects which help achieve this objective by financing 
development projects in infrastructure and production of basic items which meet the need of 
a society and help to alleviate poverty. Making credit available to the rural poor is very 
essential to alleviate poverty and promote economic development (Khandker, Khalily and 
Khan, 1995, p I). Poverty alleviation must start from the bottom, improving the well-being 
of the poor. Providing credit on reasonable terms to the poor enables them to use this credit 
in income generating activities according to their needs and ability - "Muslim economists are 
trying to look upon the problems of poverty and inequality from a perspective different from 
the one economists and policy-makers are familiar with in the western world", (Ahmad, 199 1, 
p7). The Islamic financial system has a unique distribution system for wealth to eradicate 
poverty from society and to have a social security system which will satisfy the basic needs 
of the human being in a society. "Islamic teaching provides the most effective guidelines for 
eradicating poverty and achieving an equitable distribution of income and wealtlf', (Ahmad, 
199 1, p 11). Alleviation of poverty then can be done through redistribution ofincome through 
alms giving (Zakah) and donation (charity). 
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6.7.2.2 Social Welfare of People in Financing 
Social welfare is very important when financing any project through an Islamic 
development bank. Financing should be provided to promote hard work, employment, 
encourage brotherhood and social solidarity, team work, and economic well-being in 
accordance with Islan-dc values. An effort should be made to ensure that financing provided 
by an Islamic development bank does not promote concentration of wealth. Rather, the 
financing should go to as large a number of entrepreneurs as possible in all sectors to support 
increased self-employment and adequate production and distribution of goods and services 
for meeting essential domestic needs or for export. The goal should be to make Islamic 
financial instruments available to a large number ofentrepreneurs to meet the Islamic society's 
goals. Islamic banking, including development banking should not under any circumstances 
lead to inequalities of income and wealth. 
6.7.2.3 Promotion of Social Progress and Human Resources Development 
The Islamic development bank should be concerned mainly with social development 
projects. Social progress includes the fields of education, training, and health care. 
Development of this sector is very important for all countries and very critical and essential 
for the developing countries. Development banks should give special support and attention 
to provide and improve the primary, secondary and higher education as well as vocational 
training. Health care and nutrition tends to follow good education. 
6.7.2.4 Spirit of Brotherhood and Co-operation 
Islam encourages and motivates people to spend money, time, and effort in social 
services and helping one another; so, the Islamic development bank should encourage 
mobilisation of resources to be invested in different projects to achieve the goal of helping 
others through investment, applying the principle ofbrotherhood and co-operation. There are 
many sayings of the prophet which encourage this'. 
6.7.2.5 Development of Major Sectors 
The principles of brotherhood, benevolence and mutual co-operation imply that 
development banks should provide finance for the most needy sector or project in the society 
which maximises social retum. 
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6.7.2.6 Encouragement of Investment 
Since prohibition of hoarding wealth is considered one of the principles of Wan-& 
financial system, Muslims need an institution to invest their wealth and not allow it to remain 
idle orbe hoarded. An Islamic development bank can bean intermediary which helps mobilise 
these idle resources. 
6.7.2.7 Production of Permissible Commodities 
The Islamic development bank should promote and enhance projects which help 
Muslims to produce the services, commodities and utilities which satisfy the basic needs of 
mankind and do not contradict the Shar'ia. 
6.7.2.8 Morality of Work 
Islam encourages work effort and discourages laziness. Hence, the Islamic 
development bank should encourage Muslims to earn their living through production and 
encourage financing the different productive projects for the benefit of mankind. Any work 
is performed by man for the benefit ofthe mankind is considered a worship (Ibadah) provided 
it is in line with Islamic norms and values. 
6.8 The Purpose of an Islamic Development Bank 
The main purpose for establishing an Islamic Development Bank is to have an 
intermediary which helps to stimulate, influence, facilitate and foster the socio-economic 
development in Muslim countries. 
Since good treatment and avoidance of hoarding, monopoly, and deception are 
considered principles of an Islan-dc economic and financial system, another purpose for 
establishing an Islamic development bank should be to help abolish hoarding from Muslim 
societies and to reach a level of sufficiency and adequacy in production by promoting, 
supporting and financing socio-economic development projects to alleviate poverty from 
Muslim societies. Wealth cannot be hoarded rather, it has to be invested by using any of the 
modes permissible by Islam. Islamic development banks can mobilise this wealth and try to 
invest it in permissible means of production and industrialisation for the welfare of mankind 
and to achieve the goal of social development. 
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6.9 Roles of Islamic Development Bank 
The main role of the Islamic development bank is to provide financial resources to 
development projects and to organise the investment process to develop the Islamic society 
as a whole. The Islamic development bank works as both a financial and developmental 
institution. No doubt, profit is really important in any investment in a society but this is not 
the sole objective ofinvestment in Islam, rather, development and social welfare have priority 
in the Muslim world. 
6.10 Functions of Islamic Development Bank 
The Islamic development bank should act as a catalyst for investment in socio- 
economic development projects in both private and public sectors. It should also provide 
finance and the missing factors for production to development projects, such that the social 
welfare is maximised. This is considered the core of an Islamic development bank's activities. 
The reason for this is that the overall goal of all the principles of the Islamic economic and 
financial system is the welfare of mankind, his economic and social benefit and satisfaction. 
The Islamic development bank should promote, motivate, and encourage entrepreneurs to 
invest in developmental projects which help to eradicate poverty and meet the society's needs 
and also increase the opportunities for employment, hard work, and self dependency. It 
should accelerate development where it is not proceeding with the desired speed, (Sadeq, 
1990, pp22-23). 
Another function for the Islamic development bank should be to act as a technological 
development institution. It should acquire technical capability to provide technical assistance 
and expertise to the development projects to maximise social return. Also, it has to provide 
information and expertise to projects and this requires that the Islamic development bank has 
abroad knowledge ofthe social and industrial structures and detailed familiarity with practical 
administrative problems; it should have information about the society's needs, prices, cost, 
demand patterns, best instruments for financing and how to overcome the difficulties which 
might face any investment. 
Besides being a data bank, the Islamic development bank has to undertake research 
on financiall economic,, and social problems at the national and international level in order to 
overcome these problems through different investment development projects. 
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Another fiinction for the Islamic development bank should be the promotion of 
international trade between its members'. This comes from the principle of mutual co- 
operation between Muslims. 
The Islan-de development bank can raise some funds through voluntary contributions 
out of the brotherhood spirit of Muslims to help each other. This fund can be used to 
accomplish specific purposes in poor societies and it can be used for financing economic 
development". This voluntary donation or contribution (sadaqah) can be given to the 
proposed projects in the poorest countries in the form of grants not loans because to have the 
reward of the donation it does not have to be paid back in the form of debt "Islam emphasises 
voluntary spending for the welfare of the poor and the needy not only to banish poverty but 
also to promote social cohesion and harmony. A verse in the Qur'an cautions that lack of 
such spending can lead to a society's ruination (2: 195)", (Ahmad, 1991, p43). Payment of 
charity (sadaqah) and donation to the development banks will help them to use this fund for 
social projects to help the poor and needy in society. 
The function of an Islamic development bank can be summarised as follows: 
1) Work as an investment bank by using the Islamic modes of financing. 
2) Work as a development institution to improve the social welfare of people. 
3) Provide finance and the missing factors of production to developmental 
projects in both private and public sectors in accordance to the principles of 
Islamic financial system. 
4) Promotion of international trade between member countries. 
5) Work as an intermediary to meet the national goals of economic and social 
development. 
6) Provide technical assistance and expertise to entrepreneurs. 
7) Work as an information source. 
8) Work as a research and training centre. 
9) Work as a co-ordinator between the rich and the poor Muslim countries. 
10) Encourage entrepreneurs to invest in developmental projects which help to 
eradicate poverty. 
11) Raise funds through voluntary contribution and donation or any other Islamic 
means to help Muslim communities to achieve better social welfare. 
12) All the activities should be done in accordance with the principles of Shari'ah. 
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6.11 The Performance of the Islamic Development Bank 
Measuring and judging the effectiveness of an Islamic development bank would not 
be just the degree to which they eliminated interest from their operations and the profit or 
return they have earned but also the extent to which they have helped achieve other desirable 
socio-economic objectives of the Islamic society. Some of these are: 
I) Mobilisation of savings. 
2) Efficiency in the use of savings for satisfying the essential needs ofthe Muslim society. 
3) Promotion of broad-based entrepreneurship. 
4) Reducing concentration of wealth and power. 
5) Contribution to financial stability. 
(Chapra, 19 8 5, p 123) 
6.12 Nature of Islamic Development Bank 
Islamic development bank basic activity is providing short, medium, and long-term 
financing for socio-economic investment projects. To be able to do this it must have a direct 
relation with the development objectives of a country. The main role of the Islamic 
development bank in general is to provide financial resources to development projects and 
organise the investment process to develop the society as a whole. The Islamic development 
bank works as both a financial and developmental institution. The previous sections shed light 
on the distinct features of the Islamic financial system in general; the following section 
outlines the basic, distinct nature of the Islamic development bank in particular. 
I) Profit will not be the sole objective. But it will still be there to make the Islamic 
development bank a sustainable and growing institution. No doubt, profit is really 
important in any investment in a society but it is not the sole objective of investment 
particularly for a development institution; development and public welfare has the 
priority in the Muslim world. In this case he gain from the development will hopefully 
benefit a bigger segment of the society. But this does not mean that an Islan-fic 
development bank is unconcerned about profitability, rather profit margins are still 
important to assure growth and sustainability. Social welfare has priority but profit 
will accompany any project which is chosen prudently. The main role of the Islamic 
development bank is socio-econornic development of the society to live in harmony 
and peace. 
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2) Resource mobilisation is not based on profit motivation, rather, on the spirit of 
brotherhood and making a contribution to social development and contributing to 
improvingthe economic conditions ofthe poor by following Islamic financial rules and 
procedures. To be able to do this the Islamic development bank has to mobilise and 
utilise all the financial, human, and natural resources available in a society for the 
welfare of that society. To be able to accomplish that, the Islamic development bank 
should be the centre of a data bank; it should know all about Muslim societies, 
economically, socially, politically, technically, etc. This way the Islamic development 
bank can exchange data and information among Islamic banks and institutions and 
promote more co-ordination and co-operation between them. The Islamic 
development bank is considered an instrument for guiding, selecting, promoting, and 
financing investment projects. 
6.13 Financial Resources of Islamic Development Bank 
Finance is considered an underlying requirement for growth and development in any 
country. The rate of economic development is constrained by the availability of financial 
resources. The main source of capital for an Islamic development bank should come from 
subscribed capital. Subscribed capital is considered the base for the start of the operations 
of a bank; mobilisation of capital will follow. Subscribed capital is supposed to revolve with 
repayment of loans and profits from the investment in different projects. 
Mobilisation of resources takes the form of equity capital from private banks and 
financial institutions. The third source of income for the Islamic development bank is the 
profit from its operations and the repayment of loans. It has to bear in mind that there can be 
no interest charges on any of the loans of the bank. An Islamic development bank may also 
receive domestic government loans. 
6.14 Modes of Financing Used by an Islamic Development Bank 
Since the Islamic development bank works as a catalyst for development and is 
considered an investment bank, and it has to operate within legal rules of Islam (Shari'ah), 
then it should use some of the modes of financing which were discussed in the third chapter 
and which are more suitable for development. These would include: 
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A major portion of the income of a development bank in the conventional financial 
system is derived from interest on its loans, while the major portion of the income of an 
Islamic development bank will be derived from profit generated from its investments, and 
mark-up sale, either in the form of mark-up or in the form of leasing. Justice requires that 
individuals should be remunerated to the extent of the involvement of their financial capital 
in creating any additional wealth in the form of profit not interest. 
It is the poor and needy that are most often forced to borrow, whereas the rich have 
surpluses to save. If interest is paid as a reward for lenders then this will result in an 
economic system with many imbalances, (Murinde, Naser and Olusegun Wallace, 1995, 
p129). Darrot and Sulliman highlight the point that Muslims regard the accumulation of 
wealth through interest as a reward without productive effort, (Darrot and Sulliman, 1990). 
Also: "The use of interest as a price of loans causes a basic imbalance between production 
and consumption, and is therefore unhealthy", (Murinde, Naser and Olusegun Wallace, 1995, 
p129). 
All Islamic banks are considered investment banks and they are equity oriented. Islam 
encourages co-operation and brotherhood so participating in the project operation will allow 
an Islamic development bank to comply with Islamic principles. 
Looking at conventional development banks one finds the key forms of financing 
development projects are debt, equity, or a combination of both (see Table 6.1). Debt is 
considered to be a dominant instrument and most often its ratio is 3: 1 in relation to equity. 
Borrowing might lead to problems if it is used as a means of financing risky or long term 
projects (Wilson, 1993, p70). Participating in equity financing will overcome the problems 
associated with interest rate, (Shaw, 1973, p. 2). 
Leasing means supplying instruments, equipment, and needed materials for 
development projects on a rental basis. 
A loan is the basic instrument of financing development projects in the conventional 
development banking system. But, unfortunately it has been proven that it is not the best 
method of development finance: "It is clear that traditional debt finance is not the best means 
of promoting development, indeed it has been actually harmful in many instances"P (Wilson, 
1993, p70). 
Lending without interest will generate a close relationship between borrower and 
lender both socially and economically which accords with the principle of brotherhood in 
Islam. 
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Profit and loss sharing modes should also have a share in the Islamic development 
bank operations for short and medium-term projects. The profit and loss-sharing (PLS) 
financing techniques are investment modes of financing. Mudarabah is primarily considered 
a partnership arrangement in trade and projects financing. Musharakah is involved in 
commercial and industrial projects while Muzara'ah and Musaq'ah can be used in the 
agriculture sector. Musharakah is considered equity financing as in the conventional financial 
system but the other modes are considered types of venture capital investment. Venture 
capital is characterised by its high risk and potential high return features. 
Prohibition of interest rates in the Islamic economic system makes more room for 
profit sharing in investments. This means more co-operation and co-ordination between 
investor and entrepreneur. Legitimacy of profit requires either effort and/or risk being 
involved in its acquisition. In Islam the risk of a loss should be shared between both the 
suppliers and demanders of funds in the form of profit and loss sharing arrangements. Any 
return to financial capital is justified only by sharing the risks inherent in the production 
process. 
Trading-based modes will be least used in an Islamic development bank. Trading 
modes are considered short-term instruments while development needs long-term financing. 
6.15 The Financial Policies of an Islamic Development Bank 
6.15.1 Profitability 
Development banks are either private, public or a combination of both. An Islamic 
development bank is principally a public development bank because in Islam development and 
social welfare are the responsibility ofthe state. As such profitability is not the main concern 
for Islamic development bank, but the rate of return should be reasonable to cover costs and 
to allow it to continue operations. 
6.15.2 Allocation of Profits 
Any development bank is concerned about how much of its profits should be paid out 
as cash dividends to shareholders and how much should be transferred to reserves. Since an 
Islamic development bank is a public bank then profits should cover expenses and the rest 
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should be transferred to reserves and retained earning. Both can be used in reinvestment on 
other projects. 
6.15.3 Liquidity 
The goal, role, and operations of the Islamic development bank are different from a 
commercial bank and deposits from individuals are on a very limited basis. Secondly, some 
of the instruments of financing in the Islamic financial system are tied to the projects and 
management of particular enterprises which means they cannot be traded in secondary 
markets. As a consequence the liquidity of bank instruments is not easily achieved, and the 
development bank has to be very cautious in its investment. Inflows and outflows of the 
bank's funds differ in amount and time and their disbursements are linked to the progress in 
the implementation ofprojects. It is very important to maintain an adequate level of liquidity. 
6.15.4 Financial and Administrative Costs 
The financial costs of an Islamic development bank depend on the instruments of 
financing and the risks associated with them. The administrative cost of an Islamic 
development bank is relatively high in a sense because it is involved in all of a project's cycle, 
hence requiring this close supervision to guarantee the success of the project and its 
profitability. 
6.15.5 Portfolio Risk 
All investment projects have some form of risk. In the case of an Islamic development 
bank many of the instruments of financing imply high-risk and therefore diversification of a 
portfolio is very important for the Islamic development bank. 
6.15.6 Provision for Bad Debt 
The performance of any organisation fluctuates from year to year and no one can 
guarantee the future. An Islamic development bank must set aside what is called provision 
for bad operation. This becomes a cost in the income statement. 
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6.16 Bankable Development Projects 
Any developing country has a set of potential development projects and programs in 
any given period of time. These projects and programs are classified into either of two 
groups: bankable and non-bankable development projects. 
Under the Islamic system, bankable projects should not be guided by the ability ofthe 
borrower to repay and meet interest obligations as it is in the conventional system, (see Table 
6.1) rather they should be guided solely by the soundness of the project in terms of a high 
social benefit and the entrepreneurial abilities and capabilities of the business partner because 
some of the modes of financing are profit and loss sharing, and all the modes are interest free. 
So, bankable development projects in Islam are social welfare maximisation development 
projects, subject to a profit constraint allowing the Islamic development bank to continue 
financial operations. 
In the Islamic financial system, the expected rate of return depends on the feasibility, 
soundness, and importance ofthe project, and maximisation of social benefit and social return. 
The criterion of supporting social maximisation development projects is taken from 
the principles of the spirit of brotherhood and social solidarity, benevolence, and mutual co- 
operation. The Islamic development bank should channel its resources to projects which have 
maximum impact on socio-economic development; and should provide finance for the most 
needy sectors or projects in society, maximising the social return. 
Islam aims at establishing a socio-economic order so all the individuals in a society will 
live together as members of one single family. 
6.17 Sectoral Priorities of an Islamic Development Bank 
Since the main purpose of an Islan-fic development bank is to foster socio-econornic 
development in a country then it has to decide upon sectoral, priorities in financing 
development projects. 
6.17.1 Social Infrastructure Development 
No development anywhere in the world can be done without developing the 
infrastructure of the country. It is considered the basis of development, transportation, 
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communications, energy, etc. are so important to meet the basic needs of any society. 
Provision of physical and social infrastructures has to be a major concern of an Islamic 
development bank, (Baum and Tolbert, 1985, p83). 
6.17.2 Agriculture Development 
Agriculture is often the largest source of employment. A strong and growing 
agricultural sector is essential to economic development and to support the growth of 
industry, (Baum and Tolbert, 1985, p83). 
Muzara'ah and Musaq'ah modes of financing are modes to be used in an agriculture sector. 
Since most of the Muslims in the developing countries are poor and concentrated in the rural 
areas then these modes are more convenient to use. Development can be done through the 
Islamic development bank as an intermediary by supplying the land (this land either is owned 
by the Bank or rented), seeds, and equipment and make the agreement or the contract with 
entrepreneurs. This method will help promote the agriculture sector and speed development 
by increasing the natural resources which can be used in industrialisation too. 
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Table 6.1: Comparison Between Conventional and 
Islan-dc Development Banks 
Definition 
Purpose 
Roles 
Conventional Development Banks 
1. Development Banks are financial 
intermediaries. 
2. They provide medium and long-term 
ftmds to bankable development projects. 
3. They promote and finance the private 
sector. 
4. They provide high-risk and long-term 
financing for the purpose of 
industrialisation. 
5. Promote investment and provide related 
services. 
1. To facilitate the process and increase the 
speed of economic development. 
2. To help stimulate the emergence of the 
missing ingredients necessary for 
development 
1. The bank main role is providing medium 
and long4erm fmancing for productive 
investment projects. 
2. It has broad knowledge and experience 
about the economy of a country which 
makes it an instrument for guiding, 
selecting, promoting, and fmancing 
investment. 
3. It acts as commercial bank and as 
development organisation at the same 
time. 
4. Since it has dual roles then it is concerned 
with economic and social return of the 
projects. 
5. Acts as catalyst for investment in the 
private sector and provide injections of 
capital (financing) to enterprises. 
Islamic Develooment Banks 
1. Islamic Development Banks are financial 
intermediaries. 
2. They provide short, medium, and long term 
funds to socio- economic development 
projects. 
3. They promote and finance both public and 
private sectors. 
4. All investments in the Islamic system 
embody risk. 
5. Promote investment and provide related 
services. 
6. They are a symbol of unity, 
solidarity, mutual co-operation, and 
brotherhood in the Islamic system. 
7. Financing should go to as large number of 
entrepreneurs as possible in all sectors to 
support increased self-employment and 
1. To help stimulate, influence, facilitate and 
foster the socio-economic development in 
Muslim countries by providing the missing 
ingredients necessary for production and 
development. 
2. Help abolish hoarding by mobilising such 
resource to be invested in socio-economic 
development projects for the welfare of 
mankind. 
3. Monitoring and balancing investment and 
production in the Muslim societies by 
filling the gaps requiring a balanced 
development in all sectors. 
1. The bank works as an investment bank. 
2. It works as a development institution. 
3. It mobilises and utilises all the financial, 
human, and natural resources available in a 
society for the welfare of that society. 
4. It works as a data collection and 
information centre. 
/continued 
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Functions 
Tools of 
Measuring 
Development 
Banks 
Functions 
Model 
Conwritional Nvelopmcrit Banks 
Development Banks act as catalysts for 
investment in the private sector and 
provide finance to enterprises to 
accelerate development. 
They are a means of mobilising resources 
and skills for projects in the private 
sector. 
They are pump primers for the factors of 
production, and provide managerial and 
technical assistance. 
They stimulate entrepreneurs to make 
effective use of the capital they have. 
They act as technological development 
institutions. 
1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
Tliey should create projects which are for 
the benefit of the overall national 
development strategy to accelerate 
development. 
They are considered the financiers of last 
resort. 
They are instruments of government 
policy. 
They foster development in different 
fields. 
I O. Rendering technical advice in carrying out 
feasibility studies and project 
1. The economic priority tests. 
2. The profit test. 
Islamic Development Banks 
1. Islamic Development Banks work as 
investment banks. 
2. They work as developmental institutions. 
3. Tky provide fmance and the missing 
factors of production to develop projects. 
4. 'Mey promote international trade between 
member countries 
5. They work as intermediaries to meet the 
national goals of economic and social 
development. 
6. They provide teclmical assistance and 
expertise to entrepreneurs. 
7. They have a research and training centre. 
8. They work as co-ordinator between the rich 
and the poor Muslim countries. 
9. T'hey encourages entrepreneurs to invest in 
developmental projects which help to 
eradicate poverty. 
IO. Raise funds through voluntary 
contributional donation. 
1. The fmancial fimction. 
2. The economic developmental fimction. 
3. The technology development function. 
4. The social development function. 
Banks lend to the private 1 1. 
sector only. 
2. Development Banks should have 
competent management and staff. 
3. Development Banks are guided by 
profitability indicators in their operations. 
4. Development Banks provide medium and 
long-term loans to support the 
development process. 
5. Development Banks should promote 
projects, enhance managerial skills, 
develop entrepreneurship and help 
develop technological capabilities of host 
developing countries. 
2. 
3. 
4. 
5. 
Islan-Lic Development Banks lend to both 
private and public sectors. 
Islamic Development Banks should have 
competent management and staff. 
Islan-Lic Development Banks are guided by 
the soundness of the project and social 
welfare and satisfaction. 
Islamic Development Banks provide short- 
medium and long term finance to support 
socio-econon-& development projects. 
Islamic Development Banks should 
promote projects, enhance managerial 
skills, develop entrepreneurship and help 
develop technological capabilities of host 
developing countries. 
/continued 
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Description Conventional Development Banks Islamic Development Banks 
Financial 1. From domestic government in the form of 1. From the subscribed capital. 
Resources of lump sum allocation or subscription to 
Development share capital. Another form is quasi- 
Banks equity which means long- term 
government loans, interest free and 
subordinated to the share capital and/or 
other debts, with a grace period of 10-15 
years. 
2. From private domestic sources such as 2. Mobilisation of resources such as deposits 
banks and other financial institutions in from individuals and donations. 
the form of equity capital or borrowing. 
Another source is the reserves from 
revenue surpluses or profits. 
3. From international sources in the forms of 3. Profits from its operations. 
loans, equity, or lines of credits from 
international lending institutions. 
Another form is subsidies to the banks. 
4. Repayment of loans. 
5. Domestic government loans. 
6. Foreign loans. 
7. Domestic and international grants. 
8. Reserve. 
9. Retained earning. 
Forms of 1. Debt or equity instruments or a I. All the different modes of financing or 
Financing combination of both (quasi-equity). instrument of financing in the Islamic 
financial system can be used. 
Goals and 1. Pursue national development objectives. 1. Islamic Development Banks should 
Objectives promote projects which meet the social 
needs and increase the social welfare of 
people. 
2. Increase industralization. 2. Islamic Development Banks mobilize idle 
resources to be invested in productive 
development projects for the welfare of 
mankind. 
1. Help in accelerate economic 3. Islamic Development Banks should promote 
development in a country. and enhance projects which produce the 
services, commodities, and utilities which 
satisfy the basic needs of mankind. 
2. Contribute to project appraisal. 4. Islamic Development Banks should mobilize 
resources to be invested in different projects 
to achieve the goal of helping the others and 
apply the principle of brotherhood. 
3. Promote projects in the private sectors. S. Work is considered a worship, so Islan-dc 
Development Banks should encourage 
Muslims to work in different productive 
projects. 
/continued 
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Descriptioi 
Financial 
Policies of 
Development 
Banks 
Conventional Development Banks 
1. A debt-equity ratio should be in the range 
of 3: 1. 
2. Direct versus indirect financing through 2. 
the sale of their own financial 
instruments, and the indirect financing 
through participants in new projects to 
reduce its own commitment to the project, 
revolving the portfolio of the bank more 
quickly, and helping open up other 
sources of finance for the companies it 
assists. 
3. Interest rates are considered a major 3. 
portion of development bank income. 
4. Profitability is very important to both 4. 
private and public development banks 
5. Allocation of profits which takes the form 5. 
of reserves. The level of reserves is 
important for both creditors and 
shareholders. 
I 
6. Liquidity level is up to the development 
bank to decide upon from its experience. 
7. Financial and administrative costs are the 
main factors that affect profitability. 
8. Portfolio risk. There is no accurate 
method for predicting any events of the 
investment or their consequences. 
9. Provision for bad debts, some prefer to 
spread it over the period, others prefer to 
allocate it mten losses are imminent. 
Islamic Develonment Banks 
Profit and loss-sharing finance should be 
used in venture capital and equity 
investment. Islamic Development Banks 
are mainly equities oriented investment 
banks. 
Sale and trade modes of financing might be 
more convenient for short- term 
development projects. 
Loan modes of financing are used on a 
limited base normally interest free. 
Profitability in Islan-Lic Development Banks 
depends on the profitability of the projects 
they finance. 
Allocation of profits in Islan-dc 
Development Banks should be distributed 
to cover the expenses and costs of the 
bank, and the rest to reserves and retained 
earning. 
Liquidity of the IFS instruments is not easy 
because these instruments are tied to 
specified projects and it is up to the bank 
to decide on an adequate level of liquidity. 
Financial and administrative costs are the 
main factors that affect profitability and 
this depends on the instrument of financing 
and the risks associated with than. 
Portfolio-risk, since there is no accurate 
method for evaluation of risk, then 
diversification of portfolios is very 
important. 
Provision for bad operations should be set 
aside and treated as a cost. 
6. 
7. 
8. 
9 
/continued 
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I Description I Conventional Development Banks I Islamic Development Banks I 
Choices of 
Projects 
1. The Development Bank has to determine 
whether the project it has to finance is a 
development project or not. 
2. The key indicator of its determination is 
the bank's charter, by-laws, policy 
statements, and so forth. 
3. Finance projects which will have the 
largest catalytic impact on economic 
development. 
4. Look at each project from a banking point 
of view. 
5. Concern about the expected rate of net 
monetary return and the ability to pay 
back the principal and the interest charge. 
6. Should channel its resources to projects 
which are expected to have a maximum 
impact on economic development. This is 
called 'development-impact scale'. 
7. Finance bankable development projects 
which means the bank has to consider 
both developmental and banking criteria 
together. 
8. Concern about projects which have the 
highest economic return and benefit. 
1. Islamic Development Bank has to 
determine whether the project it has to 
finance is a social maximisation 
development project or not. 
2. The key indicator of its determination is 
the Islamic law and principles, social 
return and social satisfaction, and its 
impact on socio-economic; development. 
3. Invest in feasible projects which increase 
the socio-econon-dc benefits to the whole 
society. 
4. Look for entrepreneurs rather than wait for 
them to come to the bank. 
5. Follow the project cycle step by step. 
6. The relation between the bank and the 
demanders of funds is participation, 
co-ordination, co-operation, brotherhood 
and sharing relationship not a lender - 
borrower relationship. 
7. Finance projects which are consisted with 
the national development objectives since 
public benefit should precede the private 
benefit. 
8. Select and finance revenue yielding 
projects but the main concern is with 
projects which have the highest social 
return and benefit. 
Strategy for 
Development 
I. Finance only bankable development 
projects. 
1. Developing rural areas. 
2. Economic development is the MaM 2. Establishing private development banks in 
concern for development banks. rural areas. 
I Give more attention to agricultural 
development. 
4. Enhance and increase the use of profit and 
loss modes of financing to increase the 
opportunities of entrepreneurs to 
participate in investment. 
5. Justice application by promoting and 
creating projects and jobs to achieve the 
socio-economic development, 
6. Concentrate more on women's 
development because they constitute half 
of the world's population. 
7. Mobilise funds for development through 
establishing special funds. 
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6.17.3 Developing the Rural Areas 
It is very important to foster economic development in the developing world by 
promoting small-scale industries in rural areas, because rural areas produce most of the raw 
materials for industrialisation. An Islamic development bank can play a very important role 
in encouraging the location ofindustries in rural areas and providing financial support to these 
industries. Financial support can be backed by technical assistance for project management. 
This technical assistance includes preparing feasibility studies, planning, co-ordinating and 
controlling projects. 
Encouragement of investment in rural areas by an Islamic development bank will help 
in self-employment and enable the entrepreneur to stay in his own town or village, helping in 
reducing concentration of population in a few large urban centres. Social Investment Bank 
Limited (SIBL) started its programmes by providing assistance at the micro-economic level 
to "alleviate poverty of the people and set an example of equitable distribution of resources 
to all, " (Uz Zaman, 1996, p 15). Also, the main reason for the success ofthe Sudanese Islamic 
Bank (SIB) is the adaption of a long-term vision to assist the rural farmers and productive 
families" to improve their standard of living. The uniqueness of the SIB experience is the 
implementation ofMusharakah and Mudarabah financing in rural areas of Sudan, (Al-Harran, 
1996, p9). - 
6.17.4 Education and Training 
Education is regarded as the means of raising the social consciousness and of 
supplying the trained manpower needed for the production process of a modem economy. 
Also, vocational training is considered the key to modernisation. Education and training are 
the basic human needs in a society. Development of human resources is essential to a 
country's prosperity, growth, and to the effective use of its physical capital. Education is an 
investment in human capital, and an integral component of all development effort, (Baum and 
Tolbert, 1985, p 119). Education is a must in the Islamic religion for all people". 
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6.17.5 Women Development Programmes 
Although women constitute half of the world's population, they have reaped far less 
than their share ofthe benefits of development. Women have some obstacles concerning their 
mobility such as economic and social considerations, and they often face legal barriers to their 
ownership of assets or access to credit. Yet women play a key role in the development 
process, both as producers and consumers. Looking at the developing countries one finds 
that women provide most ofthe agricultural labour used in production, harvesting, marketing 
and storage. 
The central position of women in family life shows their influence on attitudes and 
decisions on education, nutrition, health, and family size. Thus, even if women never enter 
the formal labour market, ensuring that they receive an adequate education may be one of the 
best investments a country can make" (Baum and Tolbert, 1985, p589). 'Ifistorically, 
women have been neglected by development projects, removing them from the growth and 
development process", (Khandker, Khalily and Khan, 1995, p12). In Bangladesh, Dr. 
Muhammad Yunus established the Grameen Bank which is concerned mainly with women 
"The Grameen Bank is a rural bank in Bangladesh that provides credit to the rural poor, 
particularly women, who own less than half an acre of land or whose assets do not exceed the 
value of one acre of land. Unlike traditional commercial bank loans, Grameen bank loans 
need not be secured by collateral. This serves the landless in Bangladesh who are left out of 
the conventional banking systemý', (Khandker, Khalily, and Khan, 1995, p9). 
The Grameen Bank practices social intermediation by providing social and human 
development inputs to improve members' social and individual accountability "Such 
intermediation improves human capital and enables individuals to make better use of their 
resources. It also improves productivity and hence augments income. As a result, loan 
utilisation and repayment performance improve, in turn enhancing the viability ofthe Grameen 
bank itseIP"', (Khandker, Khalily and Khan, 1995, p83). 
Failure to appreciate the role of women in the development process and not taking it 
into consideration when designing and implementing projects shows inequality and delays the 
pace of economic growth. 
Any decision concerning economic and social development should take women into 
consideration and have full regard to their needs and constraints; otherwise, project benefits 
will be reduced and the position of women may even be worse. "In many respects, women are 
the largest under-utilised resource for development" (Baum and Tolbert, 1985, p589). 
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6.18 The Role of the Islamic Development Bank in the Project Cycle 
The Islamic development bank ought to concentrate its investment within the scope 
of production of commodities and services which Allah permitted according to the principles 
of an Islamic financial system. Production of such commodities and services has to take into 
consideration the priority ofthe needs of society and the interest ofthe community rather than 
the monetary return only. 
Any project or program goes through different stages, this defines the role of the 
Islamic development bank in each stages; this defines the role ofan Islamic development bank 
in each stage of the project cycle. 
6.18.1 Identification 
Identifying project ideas which will use the country's resources to achieve an 
important development objective. This stage has a very important impact on the final 
outcome of the project. It is particularly important to consider different alternatives and to 
assess the most needy and the more rewarding ones. It has to be kept in mind that 
opportunities lost at this stage can seldom be recaptured again, (Baum and Tolbert, 1985, 
p580). An Islan-dc development bank has to be very keen and prudent in identification and 
financing proposed projects and to be pro-active in searching for entrepreneurs and motivating 
and promoting project ideas. 
6.18.2 Preparation and Appraisal 
After identification, the preparation stage requires the design of the project and a 
feasibility study which includes technical, economic, financial, social and institutional aspects. 
At this preparation stage, the project analysis has to be performed. First, the economic 
analysis has to be done. The basic question to be asked here is how to allocate scarce 
resources among many competing projects and proposals. This analysis seeks to determine 
a satisfactory return to the economy and also ifthere are any alternative ways of achieving the 
same objectives that would offer a higher return, (ibid, p586). 
The economic analysis of costs and benefits should be carried out to be able to 
calculate the economic rate of return with a reasonable degree of accuracy for the project. 
It should give a comparison of costs and benefits with and without the project. This analysis 
should ascertain whether the demand for the project is comparable with some other projects. 
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If the output is a commodity, the analysis should enable the output to be sold at prices that 
are remunerative, (ibid, p349). The main purpose of economic analysis is that resources 
should be valued in terms of their opportunity cost to the economy in their best alternative 
use, (ibid, p586). The use of cost-benefit analysis for investment can be a powerful tool for 
guiding investment choices. 
Second, financial analyses for projects are also important, (ibid, p349). Financial 
analysis is the assessment of a firm's or organisation's past, present, and anticipated future 
financial condition. Its objectives are to determine the organisation's financial strengths and 
to identify its weaknesses. 
Financial ratios are the principal tools of financial analysis for determining how a 
business is performing. Careful examination ofany organisation's financial ratios can uncover 
potential trouble or help identify strengths. Ratio analysis tells about how an organisation has 
performed and how it is likely to perform in the near future. Financial ratios can be used to 
answer a variety of questions regarding an organisation's financial well-being. For an Islamic 
development bank this would include looking at the financial position of the entrepreneur or 
borrower and deciding which mode of financing is more convenient and suitable to use for 
projects or programmes. The bank has to evaluate and decide at this stage whether the 
entrepreneur or the borrower is creditworthy or not; if not, which modes of financing can be 
used? The bank has to see also if the entrepreneur or the borrower has some tangible assets 
or any other form of security collateral to enhance his credit ranking or not. The bank has 
also to refrain from limiting the finance to a certain activity or project. Rather, it has to take 
into account the society"s needs. The expected rate of return has to be calculated and the 
financial ratios are important to see the liquidity, efficiency, and profitability of the proposed 
projects. 
Technology should be determined in relation to the objectives of the project, to the 
impact on intended beneficiaries, and to local conditions, including the availability and cost 
of capital, raw materials, labour, the size of the markets, and the present and potential 
capacity for planning and implementation, (ibid, p. 5 85). Technical analysis also provides "an 
opportunity to consider how a country can best take advantage of its investment plan, policy 
framework, and development projects to build a capacity to use science and technology 
effectively through the economy. Both trained people and institutions capable of utilising 
their skills are required", (ibid, p585). This is very important to an Islamic development bank 
because the developing countries lack technical capability. 
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Social analysis is required to assess the impact of projects on people. It implies the 
suitability of the proposed project design on the people it is intended to serve. Some of the 
proposed projects have a direct impact on people (for example health and education) while 
some have an indirect impact (for example infrastructures). But both have to deal effectively 
with people, as workers or consumers, in order to achieve their objectives. 
The idea of social analysis is considered relatively new for project analysis and it 
focuses on four principles. 
1) The socio-cultural and demographic characteristics of the project population. 
2) The way in which the project population is organised to carry out productive 
activities. 
3) The project's cultural acceptability, including its capacity both for adapting to 
people's behaviour and perceived needs and for bringing about changes in them. 
4) The strategy necessary to elicit commitment from the project population and to 
ensure their sustained participation throughout the project cycle. 
Social behaviour is more uncertain than forecasting financing or economic behaviour, 
(Baum and Tolbert, 1985, p588). 
Recently, institutional analysis has become one of the important dimensions ofproject 
analysis. It is important to realise that the outcome of any development project depends on 
the quality of the institution or the entrepreneur responsible for it, "Yet institutions in 
developing countries typically suffer from an acute shortage of experienced managers and 
staff, an excess of untrained staff, overtrained services and facilities, low wages and salaries, 
inadequate data and information systems, and an inimical policy environment", (ibid, p589). 
The bank has to evaluate the management or entrepreneurial strengths or weakness 
ofthe proposed project and how it can be improved. Unfortunately developing countries have 
a shortage of skilled human capital, managerial talent, entrepreneurship, and technical skills 
in both planning and operating an enterprise or project. One of the main roles of an Islamic 
development bank should be institutional development and staff training programs to create 
better entrepreneurs providing those institutions and entrepreneurs with the consultancy 
advice from the bank itself or through specialised institutions giving advice on good 
management and project implementation. 
These analyses are carried out to identify the need for further action to help ensure 
that the project can be successfully implemented, (ibid, p349). Better project preparation 
reduces the likelihood of implementation difficulties and problems, (ibid, p350). 
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At the preparation stage an Islamic development bank can decide whether the 
proposed project is a social maximisation development project or not and determine the 
expected rate of return; this will lead to a funding decision, to the mode of finance to be used 
and the back-up required to implement the project. 
Before approving a loan, external agencies normally require a formal process of 
appraisal to assess the overall soundness of the project and its readiness for implementation. 
"The current application of project appraisals goes beyond economic analysis to encompass 
a host of other dimensions, for example environmental, social, technical, financial, and 
institutional factore', (Murinde, 1996, p278). 
6.18.3 Implementation 
The project will need monitoring. An Islamic development bank role at this stage will 
be to supervise the project implementation and evaluate the progress of the project and the 
financing requirements. All the previous studies were done to facilitate the project 
implementation stage and to help ensure its smooth running and success. 
6.18.4 Evaluation 
The ex-post evaluation of a completed project seeks to determine whether the 
objectives have been achieved and to draw lessons from the experience with the project; a 
detailed review of the elements of success and failure of the project and records of the 
positives and negatives of the projects must be assembled and related to projects in future, 
(Baum and Tolbert, 1985, pp334-335). This ex-post evaluation normally takes place shortly 
after the investment phase of the project is completed. Another evaluation should be done 
after years of operation to assess the long-term effects of the project. 
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Notes 
1) See Nejatullah Siddiqi (1983 ), Mohsin Khan (1985 ), Fahim Khan (1995 ), and 
Waqarv Khan (1985). 
2) Choudhury presented a theory of Islamic Development Financing but in a general 
equilibrium approach not making much reference to Islamic development banking as 
such. 
3) The existing Islamic Development Bank is located in Jeddah, Saudi Arabia. 
4) The prophet said "God loves that when anyone of you does a job he does it 
perfectly. " 
5) Khaliph Omar Ibn Al-Khattab reported to have instructed that if one has money one 
should invest it and if one has land one should cultivate it. 
6) The economic loss is that, the hoarder has to pay zakah (2.5%) ofthe hoarded amount 
every year. This way the hoarded resources will be eaten up gradually over time by 
the payment of zakah. 
7) The prophet said: 'Muslims are like a single body, if a part of it is hurt, the entire 
body feels the pain. " 
8) The prophet said: "He who is in service and help of his brother, Allah will be in his 
help. " And'Se Idnd to those are in the world, He who is in the heavens will be kind 
to you. " Also, "He is not a Muslim 'believer' who eats a full meal and his neighbours 
suffer from starvation. " 
The prophet said: "The upper hand 'who gives' is better than the lower hand 'who 
receives. " 
10) The prophet said: "Nine tenth 'which means ninety percent' of the livelihood of 
people is in business and trade. " 
11) This source has substantially been used during the early period of Islamic history. For 
example, Contributions were collected during jihad by the prophet. 
12) It is defined as the ability and readiness to provide some of the day to day needs by 
applying means of production to raise their standard of subsistence. 
13) The prophet said: "education is a must for every Muslim male and female. " 
14) One of the poets said educating a woman means education of a whole family while 
educating a man means education of one individual. 
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15) The Grameen Bank is a unique financial institution in Bangladesh; it provides credit 
without collateral to over 2 million poor people, with very low default rates. Second, 
its main objective is alleviating the poverty of the rural poor through financial and 
social intermediation. Third, it outreaches to women who constitute about 94 percent 
of its membership, (Khandker, Khalily and Khan, 1995, p8l). "The Grameen Bank 
has deliberately targeted women, realising that their participation in social 
development is necessary for economic development because of their primary role in 
providing health, education, and nutrition7, (Khandker, Khalily and Khan, 1995, p 12). 
The reason that the Grameen Bank concentrates on women is: 'Tecause women are 
poorer than men, the Grameen Bank actively promotes their membership out of 
concern for equity. Moreover, overtime Grameen Bank has observed that women are 
better credit risks than men and are more eager to properly use bank loans. It has 
been noticed that loan recovery rates have been higher for women than for men. In 
1992 the recovery rate for general loans was 97 percent for women, compared to 89 
percent for men, (Khandker, Khalily and Khan, 1995, p 12). 
Another concern ofthe Grameen Bank also is providing the social development inputs 
to help the poor to become more productive. "Although the Grameen Banks' initial 
plan was to alleviate poverty through credit, it soon realised that credit alone was not 
enough. The poor lacked social and financial discipline, so the Grameen Bank began 
providing social development inputs to help the poor become more productive', 
(Khandker, Khalily and Khan, 1995, p 15). 
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Chapter 7 
The Islamic Development Bank 
7.1 Introduction 
The Islamic Development Bank (IDB) is considered an international financial 
development institution. It was established by the member countries of the Organisation of 
the Islamic Conference (OIC) in Dhul Qadah 1393H (December 1973). The Bank's 
headquarters is in Jeddah, Saudi Arabia. The IDB undertakes financing of development 
projects in its member countries in conformity with the principles of the Islamic Shari'ah. The 
main and central feature ofthe IDB is to undertake development financing operations without 
charging interest. (Paper on Application of Islamic Mode of Financing for Infrastructure 
Development: IDBs Experience). All its member countries (fifty one members) are 
developing countries, 21 of whom are designated as least developed countries (LDCs), 
according to UN classification based on per capita income (GDP)' - The main purpose of this 
chapter is to explore the role of the IDB in accelerating development in the LDCs. The first 
section of this chapter gives an idea about the origin and the reasons for establishing the IDB. 
The second section highlights the purpose, objectives, and functions of the IDB. The 
membership and capital structure of the IDB is then examined. The third section sheds light 
on policies and procedures for financing the Bank's operations and the financing operations 
themselves which include both the sectoral distribution and the distribution by mode of 
financing. In the fourth section the resources of the IDB and the resource mobilisation are 
defined. The last section comments on the case of the IDB in relation to the discussion in 
Chapter 6. 
7.2 Origin and Establishment of the Islamic Development Bank 
The econornies ofthe developing countries in the sixties were characterised by several 
problems such as rising levels of debt service payments, high interest rates, rising import bill 
due to higher capital goods prices, growth in export earnings, lagging food production and 
budgetary and capital shortage constraints. All of these problems made the cost of capital to 
the poor borrowing countries unbearable and there was a need for greater external financing 
and more assistance. Unfortunately the request of the developing countries for more aid and 
freer trade had failed to find any satisfactory solutions in both the second and third United 
Nations Conferences on Trade and Development (UNCTADs), (Meenai, 1989, p2). 
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These problems gives rise to the idea of establishing an international Islamic Bank. 
This was presented at the second conference of Foreign Ministers of Muslim countries held 
at Karachi in December 1970, (Thul-Qada 1390 H). Pakistan and Egypt jointly sponsored 
a proposal for the establishment of an International Islamic Bank for Trade and Development, 
(ibid). The Arab Republic of Egypt volunteered to conduct the initial study. This resulted 
in a proposal called "The Egyptian Study on the Establishment of the Islamic Banking 
Systerre', (ibid). This study started with a description of an Islamic economic system and then 
discussed the main principles of Islamic banking at local and international levels. The focus 
of the study was on commercial and trade transactions rather than upon support and finance 
for the developing countries. However it did suggest how to set up and develop an Islamic 
banking system and a Federation of Islan-Ac Banks. 
The study was discussed at a meeting held in Cairo, (February 1972). Unfortunately, 
the study did not propose the creation of an International Islamic Bank for Trade and 
Development, rather, it came with a vague idea of creating an Islamic banking and financial 
system. In that meeting members decided to resume the study in the Islamic Conference of 
Foreign Ministers to be held in Jeddah later in that year. The Egyptian study then underwent 
revision and was forwarded to the secretary General of the Organisation of Islamic 
Conference (OIC). The study was placed for discussion at the conference of Foreign 
Ministers held in Jeddah in 1972 which in turn decided that it must be examined more by the 
Islamic secretariat. The secretariat decided to survey the views of member countries. They 
visited different Muslim countries in order to introduce the concept of an Islamic bank. Their 
idea was that the country which accepted the concept of an Islamic Bank would establish such 
a bank in its own country and subsequently an association of Islamic banks would be formed. 
The Islamic secretariat also prepared a paper suggesting the establishment of a "Development 
Islamic Bank7P (ibid, p6). Their idea was that since it would take some times for each county 
to established its own Islamic bank, it would take a much longer time to establish an 
association of banks which hoped to be an "International Islamic Bark'. This proposed 
Development Islamic Bank would provide investment opportunities of the surplus funds 
available within the oil producing Islamic countries, which would be used to help in the 
development ofIslarnic countries. In short the proposal suggested having a bank applying the 
same ideas as the Asian development Bank, the Inter-American Development Bank and the 
Affican Development Bank but according to the principles of Shari'ah, (ibid). 
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The main objective ofthe proposed bank was to establish a "direct link between funds 
from oil exporting countries which seek a profitable and secure investment field and the 
development projects in the Islamic world without the intermediation of foreign banks", (ibid). 
It was to provide an additional source for financing the development projects in Islan-dc 
countries. It was proposed also that this bank should be entrusted to a "consortium of banks 
of international repute. "The fund's resources would be raised by borrowing in international 
markets or in financial markets in Islamic countriee', (ibid). 
The Secretary General of OIC decided to commission another proposal from some 
Malaysian experts. They came up with a draft closely patterned on the Article of Agreement 
of the Asian Development Bank. The objectives of the proposed Bank were described as 
encouraging and promoting in the true spirit of Islam, economic co-operation and 
collaboration in accordance with the tenets of Islam to promote the development of Islamic 
countries. Also this proposed bank would foster the economic growth of the Muslim 
countries and promote investment ofthe funds ofthe Bank based on sound banking principles 
to ensure a fair return to the Bank and benefits to the participants. As it was proposed the 
main functions of the Bank were as follows: 
1) Utilising its resources in profitable investment projects in member countries. 
2) Promotion of investment of public and private capital for development of Islamic 
countries. 
3) Acceptance of deposits. 
4) Issuing of participating certificates. 
5) Granting loans and providing guarantees and other facilities. 
6) Mobilising money to assist Islamic countries in the co-ordination oftheir development 
policies and plans. 
7) Provision of technical assistance. 
(Meenai, 1989, p6) 
This proposal was considered at a meeting held on 21 July 1973 by the OIC and it was 
decided to prepare a draft agreement to establish the Islamic Development Bank, and that 
conference of the Finance Ministers of Islamic countries should be convened to consider it. 
That conference was held in Jeddah on 15-16 December 1973 to consider the documentation 
submitted to it by the OIC; a declaration of intent was issued to establish the Islamic 
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Development Bank. The conference ofFinanceMnisters established a preparatory committee 
to study and prepare the necessary documents for the establishment of the Islamic 
Development Bank, (ibid). 
The first task was to identify the main issues involved in establishing the Bank and to 
set the general approach to the various problems to be overcome. To do so, the committee 
studied the statutes of various international development banks including: The World Bank, 
the Asian Development Bank, the Affican Development Bank, the International Development 
Association and the International Finance Corporation. This study aimed to set a pattern and 
model for the institution on the principles of Islamic Shari'ah. 
The preparatory committee met in Jeddah on 14-21 May, 1974 to examine and discuss 
the working paper prepared by the secretariat. The draft of the Articles of Agreement as 
broadly approved by the preparatory committee was adopted by the Conference of Finance 
Ministers which was held in Jeddah in August, 1974. Saudi Arabia took on the task of 
establishing the Bank and the Saudi Arabian Monetary Agency took the responsibility for the 
various organisational steps required for establishing it. The task force with two members 
from the World Bank prepared a paper stating the work which lay ahead in September, 1974. 
In the conference of Foreign Ministers which was held in Jeddah in May, 1975 it had been 
decided to convene the Inaugural Meeting of the Board of Governors in Riyadh, beginning 
17 Rajab, 1395H (26 July 1975). The Board of Executive Directors of the Bank elected Dr. 
Ahmad Mohamed Ali (from Saudi Arabia) to be president of the Bank. As it had been 
decided at the inaugural meeting, the Bank started to function on 15th Shawwal 1395H 
(October 20,1975). The Islamic Development Bank was established as a specialised agency 
of the agencies of the Organisation of Islamic Conference (OIC) In Dhul Qa'ada 1393H 
(December 1973). 
The oil boom and the spectacular rise in oil prices in the early 1970s gave the oil 
exporting Muslim countries an international importanc e and status. The sharply rising oil 
price brought economic hardship for the non-oil producing Muslim countries. Since 
brotherhood is essential in Islam, then the oil producing nations displayed a willingness to 
share their wealth with other Muslin nations by offering investment opportunities. 
The Ramadan war in 1973 with Israel showed the total lack of support and sympathy 
from the west for Muslim countries and led to more mutual assistance and co-operation 
between Muslim nations. This strong solidarity was expected to lead to development. Thus, 
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to handle this co-operation there was a need for the setting up of an international bank for 
Muslim countries. The idea of an international bank for Muslim countries was the basis of 
having a bank operating in total conformity with the Islamic Shari'ah. 
The Islamic Development Bank became the first and indeed the only multilateral 
development financing institution in the world operating according to the Shari'ah. The Bank 
is an independent international institution possessing a juridical personality. Although its 
principle office is located in Jeddah in the Kingdom of Saudi Arabia, it is authorised to 
establish agencies or branch offices elsewhere. Its financial year is the Ifirah year and the 
official language of the Bank is Arabic, but English and French can be used as working 
languages. 
7.3 Purpose of the Islamic Development Bank 
The Islamic Development Bank came into being by October 1975. To apply the 
principles of the spirit of brotherhood and co-operation between Muslims and to realise and 
strengthen economic ties between them. The purpose ofestablishing the Islamic Development 
Bank was to foster economic development and social progress of member countries and 
Muslim communities individually as well as jointly in accordance with the principles of 
Shari'ah, ( Islamic Law) (IDB Annual Report, 1417H (1996-1997), p6). 
7.4 Goal and Objectives of the Islamic Development Bank 
The objective of the IDB is to contribute to the economic development and social 
progress of its member countries, reinforcing economic co-operation among them, assisting 
in the development of Islamic economies, banking and finance, and promoting the economic 
and social welfare of Muslims countries in non-member countries, (New Horizon Reporter, 
1991, p5). Special emphasis is placed on trade with the LDCs. Another objective is to be a 
major catalyst and contributor to the economic development of Muslims in LDCs, (Roy, 
1991, p444). It does so by undertaking project financing in all sectors of the economy, with 
emphasis in agriculture and food security, social and infrastructure sectors. (Paper on 
Application of Islamic Mode ofFinancing for Infrastructure Development: IDBs Experience, 
pi). The IDB also provides technical assistance and has a strong technical co-operation 
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programme to help fulfil its objectives. It also encourages more co-financing of medium and 
smaller projects with national development financing institutions. (Roy, 1991, p444). 
The IDB plays a catalytic role in mobilising development resources by way of co- 
financing in projects undertaken together with the other multi-lateral financing institutions like 
the Asian and Affican Development Banks, European Bank for Reconstruction and 
Development, the World Bank, and with the Arab Funds such as Saudi Fund for 
Development, Kuwait Fund for Arab Economic Development, Arab Fund for Economic and 
Social Development, Arab Bank for Economic Development in Africa and oil producing and 
Exporting countries' Fund. (Paper on Application of Islamic Mode of Financing for 
Infrastructure Development: IDBs Experience). 
7.5 Functions of the Islamic Development Bank 
The functions of the Islamic Development Bank are as follows: 
1) To participate in equity capital of productive projects and enterprises in member 
countries. 
2) To invest in economic and social infrastructure projects in member countries by way 
ofparticipation or other financial arrangements for economic and social development. 
3) To make loans to private and public sectors for the financing of productive projects, 
enterprises and programmes in member countries. 
To establish and operate special funds for specific purposes including a fund for 
assistance to Muslim communities in non-member countries. 
5) To set-up and operate Trust Funds. 
6) To accept deposits and to mobilise financial resources through Shari'ah compatible 
modes. Also to raise funds in any other manner. 
7) To assist in the promotion offoreign trade, especially in capital goods, among member 
countries. 
8) To suitably invest funds not needed in its operations. 
9) To provide technical assistance to member countries. 
10) To extend training facilities for personnel engaged in development activities in Muslim 
countries to conform to the Shari'ah.. 
11) To undertakes research for enabling the economic, financial and banking activities in 
Muslim countries to conform to the Shari'ah. 
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12) To co-operate, subject to this agreement in such a manner as the Bank may deem 
appropriate, with all bodies, institutions and organisations having similar purposes in 
a pursuance of international economic co-operation. 
13) To undertake any other activities which may advance its purpose. 
14) To conduct its operations in accordance with the principles of Shari'ah. 
(IDB Articles of Agreement, p6) 
7.6 Membership and Capital Structure of the IDB 
The authorised capital of the Bank was two billion Islan-fic Dinars when the Bank 
started its operations, divided into 200,000 shares having a par value of 10,000 Islamic Dinars 
each. The Islamic Dinar is the unit of account of the Bank which is equivalent to one Special 
Drawing Right (SDR) of the International Monetary Fund, (IDB Annual Report, 1408H 
(1987-88), p6). 
The subscribed capital of the Bank in 1395H (1975) was seven hundred and fifty 
million Islamic Dinars when it started its operations with 22 member countries and reached 
3,758.77 million Islamic Dinars by 1417H (1997) when the number of members reached 51 
(seeTable7.1 for more details), (Eighteen Years in the Service offlevelopment, 1395-1413H 
(1975-1992), pp5-6). This subscribed capital was payable in freely convertible currency 
acceptable to the Bank in five equal annual instalment, (Ali, 1977, p3). - 
The main and basic condition for membership is that the prospective member country 
should be a member ofthe organisation ofthe Islamic Conference. The member country pays 
its subscription to the capital of the Bank and it must be willing to accept such terms and 
conditions as may be decided upon by the 1DB Board of Governors, (IDB Annual Report, 
1417H (1996-97), p6). No member has the right to withdraw from the Bank before five years 
from the date of its membership; and if that member wants to withdraw it has to give advance 
notice to the Bank, (ibid, 1396H(1975-76), p2). 
The authorised capital stock of the bank may be increased by the Board of Governors, 
whenever it is needed, by a vote oftwo-thirds of the total number of Governors, representing 
not less than three-fourths of the total voting powers of the members. Each member shall 
subscribe to the capital stock of the bank. The minimum number of shares is 250 shares. The 
Agreement permits an increase in the capital stock of the Bank by the Board of Governors,, 
(IDB Articles of Agreement, pp7-8). The Saudi Arabian Monetary Agency acts as Trustee 
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and Depository for the Bank. Shares of stock shall not be pledged or encumbered in any 
manner whatsoever, and shall not be transferable except to the Bank according to special 
conditions which will be explained later. 
Table 7.1: Number of Member Countries and Total of Subscribed Capital 
Year (11) Year (G) No. of Member 
Countries 
Subscribed Capital 
(ID Millions) 
1395 1975 22 750 
1396 1976 26 750 
1397 1977 32 785 
1398 1978 34 767.5 
13" 1979 36 780 
1400 1980 40 790 
1401 1981 41 1820.2 
1402 1982 42 1822.7 
1403 1983 42 1822.7 
1404 1984 43 1850.2 
1405 1985 43 1952.1 
1406 1986 44 1958.4 
1407 1987 44 1958.4 
1408 1988 44 1958.4 
1409 1989 45 1960.9 
1410 1990 44 1960.9 
1411 1991 44 1865.9 
1412 1992 45 2028.7 
1413 1"3 45 3654.3 
1414 1"4 47 3748.8 
1415 1"5 48 3751.3 
1416 1"6 50 3753.8 
1997 51 3758.9 
For the Bank to participate more effectively in the development efforts of its member 
countries there was a need for a substantial increase in the resource base of the Bank. It was 
decided to increase the authorised and subscribed capital of the Bank in the Sixth Islamic 
Summit Conference held in Dakar, Senegal, in December 1991. In Muharram. 1413H (July 
1992) a special meeting ofthe Board of Governors ofthe Bank was held in Jeddah to increase 
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the capital of the Bank from around ID 2 billion to ID 6 billion Islamic Dinars payable 
according to specific schedules and in freely convertible currency acceptable to the Bank 
divided into 600,000 shares having a par value of 10,000 ID each. The Bank subscribed 
capital also became ID 4 billion QDB Annual Report, 1416H (1995-96), p7). It was decided 
that 30 percent of the increased subscribed capital would be paid up by the member countries 
over ten years according to the same ratio as in the present capital of the Bank, (Eighteen 
Years in the Service of Development, 1975-1992, p7), (see Table 7.2). 
The increase in capital provides the Bank with resources which will enable the Bank 
to broaden the resources base of the Bank, strengthen its financial position, expand its 
financing operations, and enter the financial market on a more solid basis. (Eighteen years in 
the Service of Development) The increase in the share capital of the Bank was approved on 
4 Muharram 1413H (July 1992), (IDB Annual Report, 1413H (1992-93), p57). 
Unlike other international development banks, the Islamic Development Bank is 
authorised to accept deposits from individuals, institutions and governments. The Bank is also 
empowered to set up special funds and to manage trust funds, (Ali, 1977, p3 and Presley, 
1988, p50). 
7.7 Policies and Procedures for Financing Operations of the Bank 
The policies and procedures for financing activities and operations of the Bank are 
based on its objectives (which are in accordance with Shari'ah) to operate on the basis of 
sound economic principles to enhance economic development and social progress of member 
countries and Muslim communities. 
The Bank should participate inthe equity ofprojects/enterprises which are productive, 
properly managed and revenue yielding. Participation in equity may take the form of direct 
investment in the common or preferred stock of the project/enterprise. Such projects should 
have a high financial rate of return. The Bank participates only to the extent of one third of 
the total equity requirement and that the financing range would be a minimum of two million 
Islamic Dinars and a maximum of 20 million Islamic Dinar for each individual project, (IDB 
Annual Report, 1396H( 1975-76), p18). 
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Table 7.2: Subscription To IDB Share Capital' 
No. Country Initial IstAdditional 2nd GeinLIncres Total Subscription Percentage 
1 Afghanistan 2.5 2.5 5 0.13 
2 Albania 2.5 2.5 0.07 
3 Algeria 25 38.1 61.16 124.26 3.31 
4 Azerbaijan 2.5 2.42 4.92 0.13 
5 Bahrain 5 2 7 0.19 
6 Bangladesh 10 15 24.29 49.29 1.31 
7 Benin 2.5 2.42 4.29 0.13 
8 Brunei 6.3 6.11 12.41 0.33 
9 Burldna Faso 2.5 3.8 6.11 12A1 0.33 
10 Cameroon 2.5 3.8 6.11 12.41 0.33 
11 Chad 2.5 2.42 4.92 0.13 
12 Comoros 2.5 2.5 0.07 
13 Djibouti 2.5 
- 
2.5 0.07 
14 Egypt 25 24.23 49.23 1.31 
15 Gabon 3 4.5 7.27 14.77 0.39 
16 Gambia 2.5 2.5 0.07 
17 Guinea 2.5 3.8 6.11 12.41 0-33 
18 Guinea Bissau 2.5 2.5 0.07 
19 Indonesia 25 3&1 61.16 124.26 3.31 
20 Iran 2.5 175 172.47 349.97 9.31 
21 Iraq 10 3.05 
- 
13.05 0.35 
22 Jordan 4 6.1 9.79 19.89 0.53 
23 Kazakstan 2.5 2.5 0.07 
24 Kuwait 100 152.2 244-44 496.64 13.21 
25 Kyrgyz 2.5 2.5 0.07 
/continued 
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No. Country Initial 1st Additional 2nd GemIncrea Total Percentage 
26 Lebanon 2.5 2.42 4.92 0.13 
27 Libya 125 190.3 84.7 400 10.64 
28 Malaysia 16 24.4 39.16 79.56 2.12 
29 Maldives 2.5 2.5 0.07 
30 man 2.5 2.42 4.92 0.13 
31 Mauritania 2.5 2.42 4.92 0.13 
32 Morocco 5 7.6 12.12 24.81 0.64 
33 Mozambique 2.5 2.5 0.07 
34 Niger 2.5 3.8 6.11 12.41 0.33 
35 Oman 5 2 6.78 13.78 0.37 
36 Pakistan 25 38.1 61.16 124.26 3.31 
37 Palestine 2.5 2.5 4.85 9.85 0.26 
38 Qatar 25 24.23 49.23 1.31 
39 Saudi Arabia 200 306.37 490.8 997.17 26.53 
40 Senegal 2.5 3.8 6.12 12.42 0.33 
41 Sierra Leone 2.5 2.5 0.07 
42 Somalia 2.5 2.5 0.07 
43 Sudan 10 9.69 19.69 0.52 
44 Syria 2.5 2.5 5 0.13 
45 Tajikistan 2.5 2.5 0.07 
46 Tunisia 2.5 2.5 4.85 9.85 016 
47 Turkey 10 150 155.47 315.47 8.39 
48 Turkmenistan 2.5 2.5 0.07 
49 Uganda 2.5 3.8 6.11 12.41 0.33 
50 United Arab 110 33.72 139.31 283.03 7.53 
51 Yemen 5 7.6 12.21 24.81 0.66 
Total 824.3 1221.94 1712.53 3758.77 100 
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The Bank should not acquire a majority or controlling interest in the share capital of 
the project or enterprise in which it participates except when it is necessary to protect the 
Bank's interest or to ensure the success of projects or enterprises. Even the management of 
a project or enterprise should not be under the safeguard of the Bank except when it is 
necessary. With respect to project loans, the Bank is expected to take into account each 
project's potential return and importance in the scheme of priorities of the recipient country. 
The Bank should keep in mind that the purpose of project loans is to promote the well-being 
of the people through economic and social development. 
The Bank should safeguard its interests by obtaining guarantees for its loans. Every 
financing contract should be subject to effective inspection and follow-up by the Bank. The 
Bank is empowered to levy a service fee to cover its administrative expenses. The service fee 
charged by the Bank on loans is estimated on the basis of the administrative expenses 
incurred. The present service fee (between 21/2% and 3%) adequately covers the 
administrative expenses. 
The Bank gives interest-free loans to member countries for specific infrastructure 
projects with a repayment period of 40 years including a grace period of 10 years. Keeping 
in mind that interest-free loans will not be the Bank's major operation it concentrates on 
investments in projects/ enterprises with high financial rates of return both in the private and 
public sectors on the basis of profit-sharing and equity participation. So, the major sources 
of income comes from dividend earnings and income from profit-sharing, (IDB Annual 
Report, 1396H (1975-76), p19). 
Considering the importance of equity investments, the Bank should seek to maintain 
a suitable ratio between equity investments made in, and loans granted to member countries. 
The Bank should participate in projects or enterprises which are revenue yielding and properly 
managed. The Bank has to seek to maintain reasonable diversification in its equity 
investments, (IDB Articles of Agreement, ppl2-13). 
7.8 Financing Operations of the Islamic Development Bank 
7.8.1 Sectoral Distribution 
The Sectoral distribution of IDB funding is greatly influenced by the economic 
conditions ofrecipient member countries. Nevertheless, the Bank endcavours to set priorities 
244 
which enhance the developmental impact of its financing, (IDB Annual Report, 1409H(1988- 
87), p5 5). In terms of its sectoral distribution up to 141 7H ( 1997) the Bank's contribution 
was in the area of industry and mining (23.8 percent), public utilities (2 1.1 percent), transport 
and communication (18.4 percent), agriculture and agro industry (18.3 percent), social sector 
(16.0 percent) and others around 2.5 percent, (see Figure 7.1 and Table 7.3). 
social s 
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Figure 7.1: Sectoral Distribution of IDB Ordinary Operations 
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7.8.2 Distribution by Mode of Financing 
The Islamic Development Bank (IDB) is committed to the principles of Shari'ah and it is 
conducting all of its financing operations, performance, and activities according to these 
principles. The Bank sought diversified modes of financing in line with this commitment, (IDB 
Activities and Achievements, 1984). The operations and activities of the bank are taking three 
forms of financing operations to finance the development projects, namely ordinary financing 
operations, trade financing operations, and special assistance operations. These operations are 
discussed in the following section, (see Figure 7.2 and Table 7.4). 
7.9 Ordinary Financing Operations 
The IDB provides medium-term and long-term development support through project 
financing and technical assistance. Projects are financed from the ordinary capital resources of 
the Bank through Shari'ah compatible modes offinancing which include interest free loans, equity 
participation, leasing, instalment sale and profit sharing (all these activities and the technical 
assistance are classified as ordinary operations). The Bank also extends lines of equity and/or 
leasing and/or instalment sale to the National Development Finance Institutions (NDFIs) in 
member countries to be used for financing small and medium scale projects, particularly in the 
private sector, (IDB Annual Report, 1417H (1996-97), p62). In addition, project preparation and 
implementation particularly in the least developed member countries are financed by way ofgrants 
(from the special assistance account) or through a loan and grant combination, (ibid, p82). 
Technical assistance is funded from the Special Assistance Account, emphasising 
identification and preparation ofinvestment projects. The Bank's modes offinance can be divided 
into two categories, namely, concessionary and non-concessionary financial instruments. 
Concessionary financing consists of loans and technical assistance, (ibid, pp62-63). 
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Operations of the IDB 
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Figure 7.2. Operations of the IDB 
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The Bank is primarily dependent on its own capital (including retained earnings) to 
finance its operations. Moreover, its limited access to the world's capital markets, due to the 
predominance of interest-bearing transactions, forces the IDB to adopt a policy of prudence 
in expanding its operations. Since approved projects take several years to utilise the 
committed funds, then that funds should be invested in convenient modes of financing to 
generate a reasonable return in conformity with Shari'ah till it is disbursed. The import trade 
financing operations were initiated precisely to deal with this problem. They have developed 
into one of the main placement mechanisms to provide a Shari'ah compatible means of 
investing surplus funds of the Bank not immediately needed for project activities, ie, funds 
committed for projects but not yet disbursed, as well as funds which are left uncommitted, 
(IDB Annual Report, 1414H(1993-94), p82). The relationship between the Bank's share of 
short-term trade financing operations and longer-term project financing has to be viewed in 
the context of the Bank's unique circumstances. The possibilities of further enhancing the 
level 4project financing are being actively pursued. Apart from the Bank's continuing efforts 
to mobilise resources from the market a major review of the relationships between its capital, 
liquidity policies and sustainable level of operations was completed by 1415H (1995), (ibid). 
Looking at the trends of the ordinary operations ofthe Bank in 22 years of operations 
shows the following (Table 7.4): It started with two projects in 1396H (1976), this increased 
to 20 projects and three technical assistance operations in the following year. 
By 1401H (1981), the Bank placed particular emphasis on the consolidation of its 
activities on follow-up, the monitoring of projects, the diversification ofits operations and the 
improvement of the quality of its operations. Moreover.. by liberalising its terms of technical 
assistance., the Bank increased flexibility especially in its Technical Operations in the least 
developed countries, (IDB Annual Report, 1401H (1980-81), p38). 
There was a substantial increase in all project financing in 1405H (1985) compared 
to previous years. But, by 1406H (1986) there was a sharp decline in ordinary operations. 
This was due to a general recession in the world economy, the demand for development funds 
was low and there was a scarcity of processable projects in most member countries during 
thatyear. These unfavourable economic conditions were prevailing inmost member countries 
till 1409H (1989). From 1410H (1990) there was an increase in approved projects and 
financed operations in general. The total ofprojects reached 568 and the amount of approved 
funds ID 3,448.07 million (94.59 percent of ordinary operations). In addition 223 technical 
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assistance programs have been sanctioned with amounts approved of ID 84.52 million (2.32 
percent of ordinary operations). The total funding of ordinary operations is ID 3,645.26 
million, (see Table 7.4). 
7.9.1 Project Financing 
Project financing by its nature depletes funds over long periods of time because most 
of this financing goes into infrastructure projects. Project financing takes place through 
different modes of financing including loans, equity participation, equipment leasing, 
instalment sale, and profit-sharing. These forms of project financing are not mutually 
exclusive; most projects embody one or more of the forms of financing allowed by the 
Shari'ah and used by the Bank, (Roy, 199 1, p443). These forms are: 
7.9.1.1 Interest-Free Loans 
Loan financing by the IDB is mainly intended for social and economic infrastructure 
projects having a long implementation phase. A loan is used for these infrastructure projects 
because they are not revenue generating projects; so it is more appropriate than using equity, 
leasing or instalment sale. A loan is intended mainly to support projects in LDMCs. Thetype 
of projects that benefit from loan financing include schools, water supplies, health centres, 
hospitals, roads, airports, irrigation schemes andland development "Starting in 1414H(1994), 
loanfinancing fromtheBank's ordinary capital resources has been supplementedby additional 
resources allocated for LDMCs (Special Account for the LDMCs)" (IDB Annual Report, 
1416H (1995-96), p84). The IIDB charges a service fee ranging from 0.75 percent per annum. 
for loans finance from the Special Account of the LDMCs to 2.5 percent per annum. for 
ordinary loans to cover its administrative expenses. The repayment period for loans is 
between 15-25 years (including a 3-7 years grace period) for ordinary loans and 25-30 years 
(including a 10 year grace period) for loans financed from the Special Account ofthe LDMCs 
(ibid). 
The operations ofthe Bank (see Table 7.4) started in 1396H (1976) with two projects 
only, one project financed by a loan and the other one by equity. The number of projects 
financed by loans increased to II during 1397H (1977) and the approved amount increased 
from ID 6.00 million to ID 55.41 million. Loans started to increase again in 1979 till 1401H 
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(198 1) when there was a dramatic drop due to the Bank's increased involvement during that 
year in project monitoring and follow-up, and its emphasis is on financing more technical 
assistance operations than project financing, (IDB Annual Report, 1401H (1980-81), p40). 
The amount approved forloans increased again after 1401H (1981) until 1406H (1986) when 
there was a sharp decline in the number and amount approved for loans'. 
Loan financing from the Bank's ordinary capital resources has been supplemented by 
a more concessional facility called the Special Account for the LDMCs, (ibid, 1417H (1996- 
97), p84). 
Overall, the loan mode of financing accounted for 9.27 percent of the total approvals 
over the years (see Table 7.4). From its inception up to the end of 1417H (1997), the Bank 
has financed 273 projects through loans in 40 member countries with a total funding of ID 
1,228.27 million excluding cancelled operations. 
7.9.1.2 Equity Participation 
Equity participation is common with industrial and agro-industrial projects. Inequity 
financing the IDB participates by acquiring equity up to one-third of the project's capital, 
provided that such a contribution is not less than a minimum of $2 million and not more than 
16-18 million. (New Horizon Reporter, New Horizon, #365,1989, p22). The IDB has 
reduced this activity owing to the extended time it takes to realise returns from equity 
participation, (Roy, 1991, p443). 
Equity participation in the first few years was reasonable but unfortunately this mode 
of financing started to decline by 1400H (1980). The relative decline in equity financing is 
primarily attributed to poor financial performance of some of the IDBs equity projects. 
Difficulties faced by these companies are related to general economic recession, delayed 
implementation, cost overrun, marketing, currency depreciation and management. 
Consequently, the profitability of some of these projects has been adversely affected and 
considerable losses have been incurred in others. All these factors have contributed to the 
decline in the value of IDB s investment, in the rate ofreturn, and dividend in some companies 
in which it has equity participation. 
As a safeguard, the Bank has formulated new equity guidelines including a selective 
approach in choosing suitable equity projects with a reasonable rate of return. More rigorous 
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marketing studies, involvement ofthe Bank at an early stage, stricter financial evaluation, and 
a proper follow-up and post evaluation, (IDB Annual Report, 1405H (1984-85), p66). 
The Bank's approach towards equity financing remained cautious. Although a 
conscious effort is being made to enhance the level of equity financing, the major emphasis 
has been on the rehabilitation and restructuring of the existing portfolio. 
The financial performance of the IDB s equity projects during the years has (with very 
few exceptions) not been satisfactory. These equity projects have been facing difficulties in 
one form or another as mentioned earlier; some related to implementation problems while 
others related to production, marketing, operation and finance. Exchange rate fluctuations 
in member countries are also a major factor contributing to these difficulties, (ibid 1408H 
(1987-88), pI 16). 
Starting 1402H (1981-82) the use ofequity finance has become circumspect, primarily 
because of a need to reassess the Bank's existing portfolio with a view towards developing 
a coherent strategy based on the lessons learnt., clarifying its objectives, and for establishing 
the long-term viability of this mode of finance, (ibid, 1412H (1991-92) p7l). 
The decline in equity participation is partly due to the concepts of Mudarahah and 
Musharaka which are not easy to apply by the Bank because they need close supervision. In 
this spirit, the IDB has embarked on a serious effort to modify its equity financing policies and 
to set up new policy guidelines based on its past experience. The major issues are: 
1) The development of a special and selective approach to the appraisal of equity 
financing projects and determining the expected rate of return. 
2) The involvement of the IDB in equity projects at a relatively early stage and the 
linkage of the disbursement of equity funds with the implementation of the project. 
3) The possibilities of disinvestment and the rolling over of equity. 
4) The development of criteria for the follow-up and "post-evaluatioW' of equity 
projects, (ibid, 1408H (1987-88), p 117). 
Despite the difficulties faced by the Bank in conducting this mode of financing, it will 
continue to review and modify its existing equity-financing policies, and devise new policies 
aimed at increasing its efficiency, (ibid). 
The IDB adopted by 1408H (1988) a more cautious approach towards the evaluation 
of equity investment, using stringent criteria for the appraisal of projects. These criteria 
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include a reasonably high rate of potential return, more rigorous technical studies and stricter 
financial evaluation. 
As of the end of 1416H. the IDB had direct equity in fourteen Islamic Banks and 78 
companies in member countries. As a result of the Islamic Figh Academy which prohibits 
equity participation with companies which use interest-based financing, the Bank has taken 
initiatives to assist successful companies in utilising alternative Shari'ah compatible modes of 
financing in close collaboration with Islamic Banks by replacing interest-based debts of 
companies by equity or other Shari'ah compatible financing instruments (ibid, 1416H (1995- 
96), p88). 
Cumulatively, total direct equity financing approved 80 projects by the Bank up to the 
end of 1417H (1997) amounting to ID 263.02 million, (see Table 7.4). This total excludes 
indirect equity financing through lines of equity, and combines lines of equity, leasing and 
instalment sale. 
7.9.1.3 Leasing Mode of Financing 
It was felt in the IDB that besides loan financing (designed for infrastructure projects) 
and equity financing (having the character of risk capital), there was a need for other forms 
of financing and resource transfer for development projects which were sufficiently 
remunerative. This led to the introduction of lease financing under which the rental payment 
and lease period were determined with reference to projected profit and cash flow, (ibid, 
1408H (1987-88), p119). Leasing was introduced as a source of medium term form of 
financing for development projects in conformity with Shari'ah. It became one of two main 
sources of medium term financing (lease and instalment financing). Leasing involves the 
purchase ofmachinery and equipment by the Lessor and subsequent transfer to the beneficiary 
(the Lessee) of the right of usage of equipment for a specific time, while the IDB retains the 
ownership of the asset. The period of the lease varies between 7-15 years, including a 
gestation period for acquisition, delivery and installation of equipment and machinery ranging 
between 6-36 months. (Application of Islamic Mode of Financing for Infrastructure 
Development: IDBs Experience, p3). The IDB requires an appropriate government or first 
class Bank guarantee for leasing contracts. The mark-up on the lease varies according to 
market rates, presently it ranges between 7.5-8.5 percent. If the lease period expired and a 
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full repayment of the IDB financing plus the mark-up has been paid by the lessee, then the 
ownership of the asset is transferred to the lessee at no cost, (ibid). The increase in leasing 
shows the realisation of the significance of this mode of financing to the IDB. 
Lease financing was introduced in 13 97H (1977) because a more important mode of 
financing until the year 140 1H (198 1) when there was a sharp decline in all the operations of 
theBank. This decline was due to the particular emphasis on the consolidation ofits activities 
on follow-up, the monitoring of its project, the diversification of its operations and the 
improvement of the quality of its operations, (IDB Annual Report, 140 1H (1980-8 1), p3 8). 
Lease financing continued to be an important mode of project financing for the IDB 
until the introduction of instalment sale financing in 1405H (1985). By 1406H (1986), there 
was a sharp decline in lease financing. The relative decline in lease financing has been due to 
a shift in the reference of many member countries in favour of the Bank's instalment sale 
financing which is almost identical to leasing, but which has some distinct operational 
advantages. Unlike leasing, the primary advantage of instalment sale financing lies in the 
ability of this mode to transfer the ownership of assets immediately after delivery to the 
beneficiary and that the asset concerned can be offered as a counter guarantee to a financing 
institution providing a guarantee to the IDB for the payment of instalments, (IDB Annual 
Report, 1408H (1987-88), pl 19). 
Looking at the trend ofthis modes offinancing shows that by 1414H (1994) there was 
a substantial increase in lease financing. During this year leasing accounted for about 9.35 
percent of total approvals, (see Table 7.4) more than seven-fold increase over the previous 
year, (IDB Annual Report, 1414H (1993-94), p92). Looking at Figure 7.3 shows that the 
most significant mode offinancing in the last three years 1415 -1417H (1995-1997) is leasing. 
On a cumulative basis, total direct lease financing approved by the IDB from the 
commencement of its operations up to the end of 1417H (1997) amounted to ID 1001.35 
million for 88 operations. This is exclusive of lines of leasing extended to NDFIs as well as 
cancelled operations. (ibid, 1417H (1996-97), p87). 
7.9.1.4 Instalment Sale 
Instalment sale is also a medium term financing operation which is a contract of sale 
between the Bank and the beneficiary. This mode of financing was introduced in 1405H 
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(1985) as a supplementary mode to leasing. Here, the Bank after procuring the asset(s) sells 
them to the beneficiary at a price payable in instalment over a specific period of time. This 
period of time takes up to 12 years including a gestation period which is generally taken as 
the time needed for procurement and delivery ofthe financed asset (6-3 6 months). The mark- 
up charged under Instalment Sale is 8-8.5 per cent, (Application of Islamic Mode ofFinancing 
For Infrastructure Development: IDBs Experience, p3). The main operational difference 
between this mode and leasing is that the ownership of the asset in instalment sale is 
transferred to the purchaser or beneficiary on delivery and in accordance with the instalment 
sale agreement; whereas in leasing the IDB retains the ownership of the assets and they are 
given to the lessee after the final lease payment has been made. This mode of financing 
conforms to Shariah and it is called (Bay'al Ajal) which means deferred sale payment. This 
mode has been quite popular since its introduction in 1405H (1985) due to the inherent 
advantages mentioned earlier when we talked about the leasing mode of financing. 
Because of its operational flexibility, instalment sale has become the most significant 
mode of financing. Through this mode of finance, the 1DB purchases equipment and 
machinery, reselling it to the beneficiary at a higher price. It is considered one the Bank's 
main sources ofincome generation, (III)B Annual Report, 1412H (1991-92), p73). Instalment 
sale has been increasing through the years except when economic problems have prevailed in 
the world economy; then it declines accordingly, so a high percentage of the ordinary 
operations have been approved for instalment sale. Whenever there is an increase in leasing 
there is a decline in Instalment sale and vice versa, (see Figure 7.3). 
Since the introduction of this mode of financing in 1405H (1985) up to the end of 
1417H (1997), the total financing approved for instalment sale amounted to ID 902.13 million 
for 90 direct operations (see Table 7.4), excluding lines of instalment sale extended to NDFIs 
and cancelled projects, (ibid, 1417H (1996-97), p87). 
7.9.1.5 Prorit-Sharing 
Profit-sharing is a financing arrangement in the form of partnership, on the basis of 
sharing profit or loss on a pro-rata basis, (Application of Islamic Mode of Financing for 
Infrastructure Development, IDBs Experience, p2). Though the IDB has been trying to 
promote this mode of financing, it has not been found possible to expand it due to various 
conceptual and operational problems. As such no profit-sharing operations were approved 
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by the Bank in most years since establishment. 
In 1408H., two projects worth a total of ID 13.80 million were approved in the field 
of profit-sharing. Nothing was approved after that until 1414H when the Bank approved one 
profit-sharing venture worth ID 8.55 million. In 1417H (1997) three profit-sharing projects 
worth ID 38.03 million were financed. 
Fromits inceptionup to the end of 1417H (1997) the Bank has approved sevenprofit- 
sharing projects amounting to ID 67.71 million, (see Table 7.4). 
7.9.1.6 Lines of Equity/Leasing/Instalment Sale 
In addition to the modes of financing adopted by the IDB for direct financing of 
development projects, it also extends lines of financing to the National Development 
Financing Institutions (NDFI) in its member countries. Using these lines of financing, the 
NDFIs identify and prepare the project and recommend to IDB the kind of financing required 
under one ofthe three modes (EquityALeasing/Instalment Sale). The main goal here is to help 
the private sector (small and medium scale enterprises) by way of funding the small and 
medium size industries, (Application of Islamic Mode of Financing for Infrastructure 
Development: IDBs Experience, p4). 
Since 1403H (1983) when lines of leasing were introduced, up to the end of 1417H 
(1997), 30 lines of financing (excluding cancellations) were approved for 30 National 
Development Financing Institutions (NDFIs) in 20 member countries (including one regional 
operation) amounting to ID 115.3 5 million, (IDB Annual Report, 1417H (1996-97), p89). 
7.9.1.7 Istisna'a mode of Financing 
Recently, Istisna'a mode of financing has been developed by the Bank. Istisna'a is a 
contract for manufacturing (or construction) of goods or other assets where the manufacturer 
(seller) agrees to provide the buyer with goods specified after they have been 
manufactured/constructed within a certain time and for an agreed price. The objectives of 
Istisna'a are promotion of trade in capital goods among member countries and enhancement 
of their production capacity, (Twenty-Two Years In the Service of Development, 1395- 
1417H (1975-1996), p6). Up to 1417H (1997) it has not yet been in operation. 
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Figure 7.3: Project Financing 
7.9.2. Technical Assistance Operations 
Article number two of the Articles of Agreement of the Bank specify that one of the 
functions of the Bank is "to provide technical assistance to member countries", (IDB Articles 
of Agreement, p6). Technical assistance started its operations in 1397H (1977). The Bank 
provides financing for technical assistance either in the form of a loan or grant or a 
combination of both, mainly to cover feasibility studies. Loan repayment is made over a 
period of 16 years with a grace period of 4 years. It carries a maximum of 1.5 percent annual 
service fee. 
The Technical Assistance operations have three major objectives: 
1) The transfer of technology to member countries. 
2) The preparation of feasibility studies and the analysis of bankable projects. 
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3) The provision of supervision for projects and enterprises during construction and 
initial operation. 
Technical Assistance activities of the Bank are important since they relate to the 
identification and development of viable projects and to allocation of scarce resources to the 
most appropriate areas, (IDB Annual Report, 1402H (1981-82) p43). 
Technical Assistance operations include conducting economic, financial and social 
feasibility studies (including identification, preparation and implementation ofprojects, as well 
as regional projects), and processing projects for financing. It is considered an integral part 
of the Bank's operations because it helps in the identification of viable projects and opens up 
investment opportunities in member countries. The need for identifying Technical Assistance 
to member countries has become very important due to the global shortage of projects and 
the need for exploring investment opportunities in the unexplored areas, (ibid, 1408H (1987- 
88), p122). Priority for technical assistance is given to LDMCs as well as regional projects. 
Here, consultants are used to provide technical assistance for the implementation of studies, 
supervision of projects and other related works, (ibid, 1416H (1995-96), p9l). In addition, 
the Bank finances consultancy services to assist its own staff in project preparation and 
follow-up; special efforts are made to promote the utilisation ofconsultants from IDB member 
countries as a way of developing local capabilities, (ibid). 
To cover a wide spectrum of activities in the least developed member countries and 
their continuous needs, it has been considered necessary to revise the Bank's technical 
assistance policies and to find a new source of financing for technical assistance with great 
flexibility and wider coverage. 
To be able to meet the need for technical assistance especially in the least developed 
countries, the Board of Executive Directors recommended to the Board of Governors the 
establishment of a Special Account for Technical Assistance. According to that 
recommendation, the Board ofGovernors opened the Special Account with flexible provisions 
for the use of its funds in 1402H (1981-82). In addition, other types of technical assistance 
are provided through the Technical Co-operation Programme, used mainly for capacity 
building and through the activities of the Islamic Research and Training Institute (IRTI) in 
Seminars,, workshops etc, (ibid, 1417H (1996-97), pp89-90). 
In 1412H (1991-92), there was a significant change and increase in concessionary 
financing, which included loans and Technical Assistance (TA). The TA was almost entirely 
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in the highest priority areas of the bank, including agriculture development, food security, 
joint venture promotion, enhancement of regional co-operation, and infrastructure 
development. About 69 percent of the TA was in the form of grants, the rest being provided 
as loans, (ibid, 1412H (1991-92), p74). 
From the inception of its operations up to the end of 1417H (1997) the Bank has 
approved a total of 223 TA operations, amounting to ID 84.52 million in 43 member 
countries, (ibid, 1417H (1996-97), p90) (see Table 7.4). 
7.10 Trade Financing Operations 
Trade has become a major instrument for growth and development in economies 
throughout the world. Promotion of trade has become even more important for developing 
countries faced with deficits on the balance of payment and increasing pressure of foreign 
indebtedness. Regional groupings have emerged in the world to take advantage of 
opportunities to access markets. Great emphasis is being laid on production and exports for 
sustained economic growth and development, (IDB Annual Report, 1417H (1996-97), p 129). 
The IDB has launched trade financing schemes for both imports and exports to assist 
member countries in the promotion of trade and encourage co-operation among the member 
countries. IDB Trade financing schemes have served as an important vehicle for intra-trade 
and co-operation among the member countries, (ibid). 
Since its inception, the Bank has accorded high priority to the promotion of trade 
among member countries in recognition of the fact that trade contributes enormously to a 
nation's growth and development. As an international development financing institution, the 
IDB has devised and launched a number of trade financing schemes for the promotion of 
trade. The Board of Executive Directors has always kept this important objective in focus 
and the Bank's Articles of Agreement lays great emphasis on the promotion of trade among 
member countries, (ibid). 
Foreign trade financing is basically a placement operation and is financed through 
resources not immediately needed for ordinary operations. The Bank has developed a number 
of schemes through which it provides financing for imports required for development projects 
in the member countries. These schemes are: 
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7.10.1 Import Trade Financing Operations 
The Bank started its Import Trade Financing Operations (ITFO) in 1397H (1977). 
One of the objectives of this scheme is to promote trade among member countries and 
enhance co-operation among them to contribute to the development efforts of member 
countries by financing part of their import needs. The other objective is to enable the Bank 
to utilise its surplus funds or the liquid funds not immediately needed for its ordinary 
operations in short term financing. Funds are provided on a short-term basis in conformity 
with the Shari'ah. The way this is done is through the purchase of goods by the Bank and 
their re-sale to recipient member countries charging a reasonable mark-up with deferred 
payment arrangement (Bay'i Murabaha). It has become an important source of income, 
supplementing the Bank's resource base; under this scheme, member countries have benefited 
especially from imports of developmental raw materials; (1DB Annual Report, 1417H (1996- 
97), p129). The Bank has gained substantial experience in this field and its policies and 
procedures are now well established, (ibid, 1414H (1993 -94), p 106). 
The objectives of the ITFO facility are: 
I To assist member countries in their developmental programmes by enabling the import 
of goods which have a positive impact on development. 
2) To promote trade among member countries by ensuring, as far as possible, that 
operations are conducted between them. 
3) To serve as a mode of placement for the Bank's liquid funds in accordance with 
Shari'ah and thereby to generate legitimate income for the Bank, (ibid, 1417H (1996- 
97), p135). 
Import trade financing increased sharply in 1984, but fell off again in 1406H (1986), 
(see Table 7.4 and Figure 7.4). This decline prevailed for some years until 1413H (1993) 
when there was a sharp decline again. The sharp decline was mainly due to a relatively higher 
mark-up compared to market rates and caution displayed in attempting to reduced the 
incidence of overdues, (ibid, 1413H (1992-93), p77). 
Cumulative net approvals under the ITFO scheme since its inception in 13 97H (1977) 
up to 1417H (1997) amounted to ID 7,873.15 million for 862 operations and it represent 
85.78 percent of trade financing operations and 59.40 percent of total approvals (see Table 
7.4 and Figure 7.4). 
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7.10.2 Longer-Term Trade Financing Operations 
This scheme was introduced in 1407H (1987), and became operational in 1408H; it 
was considered a new resource mobilisation device designed to promote trade among OIC 
member countries. It is designed for the purpose of promoting trade among member 
countries, with emphasis on exports of non-traditional commodities produced by LTTFs 
member countries. This scheme is a supplement to the Bank's Import Trade Financing 
programmes and it has its own budget and resources with its accounts maintained separately. 
The IDB is responsible for its management and operations. The scheme is open to all member 
countries of the OIC for a minimum subscription of ID 1,500,000 to be paid in accordance 
with the regulations of the scheme. Resources come from member governments, and also 
from the market-place. By the end of 1417H (1997) the number of participating countries in 
this scheme stood at 22 and the subscribed capital amounted to ID 314 million. The paid-up 
capital of this scheme amounted to ID 131 million, of which the Bank has paid ID 75 million. 
Till the end of 1417 H (1997) ID 253 million was approved under the scheme, (Twenty-Two 
Years In the Service of Development, 1395-1417H (1975-1996), p9). 
Each participating member country shall designate a national agency and also specify 
the official channel of communication with the IDB. The Exporters of participating member 
countries are the main beneficiaries; but importers can apply for financing by the scheme under 
appropriate conditions to be determined by the Governing Body. The scheme's financing 
shall be limited to a percentage of the value of the transaction comprising between 30 and 40 
percent of the value of the export or import item. The Governing Body may increase its 
percentage of financing when deemed appropriate and needed. 
Longer-Tenn Trade Financing is provided on the basis of 'Murabaha7' or Instalment 
Sale. The Bank purchases the goods directly from the exporter or through the National 
Agency concerned in the participating member country and then sells them to the importer 
against a profit margin. This profit margin is determined on a case-by-case basis through 
negotiations, taking into consideration international market conditions applicable to other 
trade financing operations of the Bank. The Bank"s profit margin is presently 8 percent ofthe 
purchase price calculated on an annual basis. A rebate of 15 percent ofthe mark-up is granted 
for payment of the resale price on or before the due date. The Board of Executive Directors 
decided in 1412H to reduce the mark-up on operations from 7.5 to 6.5 percent per annum. 
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Figure 7.4: Trade Financing Operations 
Originally, the scheme was conceived to finance exports from one member country 
to another. However, in order to expand its scope and promote exports of member countries, 
in 1417H (1997), the Board of Executive Directors amended the scheme to allow for exports 
to OECD member countries. By widening the scope of the scheme, it is expected that the 
market for exports from member countries will be much larger than previously, (IDB Annual 
Report, 1417H (1996-97), p 14 1). 
From its inception up to 1417H (1997), the LTTFs has approved 120 net financing 
operations in 12 exporting member countries amounting to ID 296.77 million. This scheme 
is used the least by the IDB (around 3.23 percent of total trade financing) because it is a 
supplement to the ITFO and for a longer-term (see Table 7.4 and Figure 7.4). 
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7.10.3 Islamic Banks' Portfolio 
In 1407H (1987), the IDB in association with other Islamic Banks established an 
independent fund called Islamic Banks' Portfolio For Investment And Development (IBP). 
It started its operation by 1408H (1988). The Islamic Banks' portfolio launched for the 
primary purpose of financing trade among member countries and to undertake equity and 
leasing activities in the private sector of Islamic countries. The portfolio was established by 
the IDB and twenty one Islamic financial institutions, (A total of twenty two Islamic Banks). 
This portfolio operates under the restricted 'Mudarabalf' concept. This fund is administered 
by the IDB as Mudarib. It is composed of assets other than cash and debts. Share certificates 
of the initial capital are negotiable and tradable only among Islamic banks. The primary 
objective of the portfolio is to acquire assets through leasing or equity, by using at least 51 
percent of its capital, to allow trading of IBP principal certificates between the participants 
and eventually to issue certificates tradable in the secondary markets, (IDB Annual Report 
1408H(1987-88)p87). The initial capital ofUS$65.5 million, composed of share certificates 
having a par value of US$ 1,000 was fully subscribed to by 0 22 Islamic banks and financial 
institutions, (ibid, 1409H (1988-89), p76). 
The features of this portfolio are as follows: 
1) The portfolio is established under Article 22 of the Articles of Agreement in the form 
of an autonomous 'Tund" within the IIDB. 
2) The portfolio has a "participants" committee" of thirteen members selected by the 
founder member banks. This committee sets the general policies and modes of 
investment of the portfolio. 
3) The IDB would manage the operations of the portfolio as aMudarib" and the assets 
and liabilities of the portfolio shall be separated from those of the IIDB. Its accounts 
shall be completely independent of the Bank's ordinary accounts and shall be audited 
by external auditors. 
4) The major portion of subscribed capital will be utilised for financing trade among 
Islamic countries, where both importers and exporters are members ofthe OIC. Other 
financing operations such as leasing can also be undertaken in such a manner that the 
portfolio's assets are mixed and composed of assets other than cash and debts in order 
to conform to Shari'ah. 
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5) Share certificates of the initial capital are negotiable and tradable only among Islamic 
Banks. Subsequent issuance's will be open to other institutional investors. The prices 
of the certificates will be detennined in the light of the financial position of the 
portfolio and the conditions of supply and demand. 
6) The distribution of the net profits at the end of each fiscal year is as follows: 
a) 5% to the IDB, representing its share as a Mudarib. 
b) 5% shall be retained to support the financial position of the portfolio. 
C) 90% shall be distributed to certificate owners in proportion to their 
corresponding shares. 
7) The duration of the portfolio shall be 25 years and can be extended by equal period. 
At the extension points, certificate-owners may dispose of their certificates 
unconditionally. 
The authorised capital of the portfolio is US$380 million, and the paid-up capital 
stood at US$100 million by the end of 1417H (1997) and the membership of the portfolio 
stood at 20 Islamic Commercial banks (see Table 7.5 which includes the names of the 
participating Banks and Financial Institutions, subscribed capital, and the percent paid up) and 
financial institutions including the IDB, (Twenty-Two Years In the Service of Development, 
1395-1417H (1975-1996), plO). 
During the first years of its operation, the IIBP made steady progress, (IDB Annual 
Report, 1408H (1987-88), p132). To enhance the effectiveness and efficiency of IBP, the 
Board of Executive Directors approved an allocation of US$70 million as a specific deposit 
to be used for co-financing and syndicated operations. During 1412H (1992), the IBP for the 
first time began to syndicate operations as lead Mudarib. A total amount of US$150 million 
with a contribution of US$15.50 million from IIBP,, was raised through two syndicated 
operations with other Islamic financial institutions, (ibid, 1412H (1991-92), p88). 
By the end of 1413H, the subscribed capital of US$80 million had been fully paid up 
so there was a decline in its operations. In order to provide financial assistance to the newly 
independent Islamic Republics in central Asia and strengthen Islamic co-operation at the 
international level, the Board approved an increase in the authorised capital of the IBP by an 
amount of US $300 million, bringing the total to US $380 n-dllion. The President of the IDB 
has been authorised to call instalments of the subscribed capital up to a limit of 5 percent, 
(ibid, 1413H (1992-93), p82). 
Syndicated lease and trade operations have been an important feature of -the IBPs 
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activities and are very significant tools in promoting co-operation with Islamic Banks for 
mobilising financial resources in favour of all sectors in IDB member countries. The 
syndication's are arranged by Islamic banks as well as by the 1BP, (ibid, 1416H (1995-96), 
p 162). By the end of 1417H (1997), the total subscription in the subsequent issue amounted 
to US $201 million. To augment IBP capital resources, the Bank has allocated US $150 
million to be utilised in IBP syndicate lease operation. The Bank has made another allocation 
of US$ 100 million to be utilised in EBP syndicate trade operations. From its inception up to 
1417H (1997), the IIBP has approved 100 operations amounting to ID 1,007.94 Million. This 
represents around 10.98 percent of total trade financing, (see Table 7.4). 
Table 7.5: Islamic Banks" Portfolio for Investment 
and Development (IBP) 
participating Banks Subscribed 
Capital 
Percent of 
paid up 
1) Islamic Development Bank 42,374,000 42.37 
2) Jordan Islamic Bank for Financing and Investment (Jordan) 1099000 1.10 
3) Bahrain Islamic Bank 1,050,000 1.05 
4) AI-Baraka Islamic Investment Bank (Bahrain) 12,798,000 12.80 
5) AI-Baraka Islamic Bank (Mauritania) 500,000 0.50 
6) AI-Baraka Turkish Finance House (Turkey) 649, 0.65 
7) AI-Baraka Investment Company (London) 1,500,000 1.50 
8) Beit Ettamwil Saudi Tounsi (BEST Bank) 500,000 0.50 
9) Kuwait Finance House (Kuwait) 6,487,000 6.49 
10) Dubai Islamic Bank (Dubai) 1,992,000 1.99 
11) Islamic Co-operative Development Bank (Elartoum) 250,000 0.25 
12) Sudanese Islamic Bank (Khartkoum) 250,000 0.25 
13) Faisal Islamic Bank of Bahrain (Bahrain) 5,746,000 5.75 
14) Qatar International Islamic Bank (Doha) 5,2001000 5.20 
15) Faisal Islamic Bank of Egypt (Cairo) 5,496,000 5.50 
16) Qatar Islamic Bank (Doha) 5,510,000 5.51 
17) Islamic International Bank for Investment and Development (Cairo) 2,000,000 2.00 
18) NaSser Social Bank (Cairo) 12099,000 1.10 
19) Tadamon Islamic Bank (Khartoum) 500,000 050 0.50 
20) Islamic Investment Company of the Gulf (Baharain) EC 5*000,000 5.00 
4 00 
Total 100,000,000 1. 0 0 00 
7.11 Evaluation and Improvement of Trade Financing schemes 
The Board offixecutive Directors and IDB management have made continuous efforts 
to improve trade financing schemes. The IDDB has always endeavoured to bring about 
improvements in client service. Trade financing schemes are reviewed continuously and 
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whenever necessary, suitable amendments are made in policy and procedure to make the 
schemes more chent-friendly, and special attention is given to improving the activity of the 
Bank to respond quickly to the trade financing requests. In order to maintain a competitive 
edge, the rate of mark-up is adjusted whenever necessary in line with prevailing international 
rates. Meetings are held regularly with national agencies, chambers ofcommerce and industry 
and high level government officials in member countries. The Bank's marketing strategy 
focuses on identifying high credit quality clients. 
During 1417H (1997), the Board of Executive Directors and the management have 
continued to review the policies and procedures of the IDB trade financing schemes with the 
objective of implementing improvements to make them more useful for existing and potential 
clients. The following policy measures were taken during 1417H (1997) in order to improve 
the trade financing schemes, speed up the approval process and induce flexibility to facilitate 
maximum utilisation by member countries: 
a) The IDB President's authorisation to approve ITF operations was raised from US$5 
million to US$ 10 million, for operations among member countries. 
b) ITFO clients facing problems in utilising funds under the scheme due to the short 
maturity of ITFO as a result of government regulations, were allowed an extended 
period of up to 25 months to import raw materials and intermediate goods. 
C) An ITFO denomination in US dollars was added to the existing denomination in 
Islamic dinars. 
d) The mark-up rate under the ITFO scheme was linked with the LEBOR. 
e) The maximum amount for an operation under an ITFO line was raised from US$2 
million to US$3 million. 
The IDB President has been authorised to approved ITFO and LTTF lines for 
amounts up to US$10 million. The President has also been authorised to revolve the 
existing and new lines up to three times. 
g) The scope of LTTFS operations was expanded to allow exports form member 
countries to the OECD member countries. 
The above member amendments and modifications in the trade financing schemes 
would make them more attractive and competitive for clients, thus enabling member countries 
to benefit immensely by utilising IDDB financing to increase the volume oftrade which, in turn, 
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will enhance the development of their economies. Through its marketing effort, the IDB 
intends to provide more lines of financing to financial institutions in member countries for 
more effective utilisation of available resources aimed at the promotion of intra-trade among 
member countries, (IDB Annual Report, 1417H (1996-97), pp149-150). 
7.12 Special Assistance Operations 
The Board of Governors in its Third Annual Meeting in 1399H (1979) passed a 
resolution concerning the return or the net proceeds accruing from the Bank's deposits in 
foreign banks to be used for special assistance operations such as: 
1) The promotion of training and research in Islamic banking to assist member countries 
in the transition to conform to Shari'ah. 
A provision of relief in the form of appropriate goods and services to member 
countries and Islamic communities afflicted by natural disaster and calamities. 
3) The promotion of financial assistance to member countries for the promotion and 
furtherance of Islatnic causes, (Roy, 1991, p443). 
At the fourth Annual Meeting held in Rabi al Thani 1400H (March 1980), the Board 
of Governors approved the allocation of these net proceeds derived from funds placed with 
banks operating in the international financial markets to be as follows: 
1) Fifty per cent of these proceeds to special reserve. 
2) The other fifty percent to a Special Assistance Account where the special assistance 
operations can be financed 
Table 7.4 shows the special assistance operations since it started in 13 99H (1979) till 
the year 1417H (1997). A total of 402 operations and programmes amounting to ID 373.37 
million benefited from the Special Assistance Account. Out of this total, ID 253.88 million 
has been approved for 168 operations in member countries and ID 118.76 million has been 
approved for 234 operations for Muslim communities and societies in non-member countries. 
In the following section the operations which are financed by the Special Assistance 
Account are explained: 
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7.12.1 The Islamic Research and Training Institute 
In 1401H (1981), the IODB established the Islamic Research and Training Institute 
(IRTI). It started its operations in 1403H (1982). IRTIs activities are research and training 
in areas related to Islamic economies. Alsol it is considered an information centre to serve 
the Islamic Ummah in the areas of Islamic economics,, banking and finance in accordance to 
the principles of Shari'ah. In 1414H (1993), IRTI started publishing a bi-annualjournal under 
the title of "Islamic Economic Studies". The journal aims at promoting research in the area 
of Islamic economics. IRTI also manages the award of the 11DB prize in Islamic Economics 
and Islamic Banking. The purpose of the award is to recognise, reward and encourage 
creative efforts of outstanding merit in the fields of Islamic economics and Banking as well 
as outstanding service for the promotion of these disciplines, (IIDB Annual Report, 1416H 
(1995-96), pI 11). 
7.12.2 Technical Co-operation Programme 
The Bank established in 1403H (1983) a special programme called the Technical Co- 
operation Programme (TAP). This programme is regarded as a supplement to the IDBs 
regular Technical Assistance Operations. The primary objective of the programme is to 
mobilise the technical capabilities of IDB member countries by promoting co-operation and 
exchanging skills, experience, expertise and information among them. Under this programme, 
short-term technical assistance is provided through grants to member countries to meet the 
costs of services of experts, to enhance development of technical and professional skills 
through on-the-job training and to organise training courses and seminars related to 
development. Since its inception, the program has financed 530 operations amounting to 
US$12 million from the IIDB, QIDB Annual Report, 1417H (1996-97), p108). 
7.12.3 Sacrificial Meat Utilisation Project in the Kingdom of Saudi Ara ia 
The Bank started in 1403H (1983) a sacrificial Meat Utilisation project in the 
Kingdom of Saudi Arabia to participate in the distribution of sacrificial meat to the needy in 
a number of countries. The Bank is a member of the committee which supervises the 
implementation of the project and the realisation of its objectives. All the facilities including 
most modem slaughter houses required by the project for its implementation are provided by 
the Kingdom of Saudi Arabia. The objective of this project is to serve pilgrims in facilitating 
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the performance of their religious rites, and utilising the meat sacrificed according to those 
rites through distribution to the needy and the poor in both member countries as well as to 
Muslim communities in non-member countries. The Bank continues to implement the 
Sacrificial Meat (Hadi and Adahi) Utilisation Project on behalf of the Government of the 
Kingdom of Saudi Arabia. The IDB arranges the slaughter of sacrificial animals in modem 
abattoirs built by the Kingdom as well as the distribution of meat to the poor of Makka, to 
refugees and to the needy member countries, (IDB Annual Report, 1417H (1996-97), p 108). 
Till the Haj season of 1417H (1997), about 6 million sheep and over 70 thousand camels and 
cattle were sacrificed under this project. The meat of the sacrificed animals is distributed 
among the pilgrims and local poor people, but the major portion is sent to various destinations 
in several member and non-member countries in Asia and Affica for distribution among needy 
people, (Twenty-Two Years in the Service offlevelopment, 13 95-1417H (1975-1996), p 14). 
7.12.4 Scholarship Programme 
The Bank started in 1404H (1983) a scholarship programme for needy students from 
Muslim communities in non-member countries. Its objective is to provide help and assistance 
to Muslim students in non-member countries to pursue undergraduate studies in medicine, 
engineering, dentistry, pharmacy, nursing, veterinary science, agriculture and computer studies 
at universities in their own countries, or in other member countries of the Bank, in response 
to the specific and urgent need ofMuslim Communities in the Commonwealth of Independent 
States (CIs) and Eastern European Countries; the Bank has agreed to enlarge the field of 
study to include subjects such as economics, finance, administration, management, 
accountancy and marketing for those students, (IDB Annual Report, 1416H (1995-96), 
pl0l). The Bank's scholarship is a grant to the Muslim communities, but at the same time, 
it is an interest free loan (Qard Hasan) to the recipient students. They are expected to 
reimburse the amounts of scholarship received by them to a trust (waqo to be established by 
the local Muslim community after they have completed their studies to enable more students 
to benefit from the programme in the future. Up to 1417H, 3 878 students from 49 countries 
received scholarships under this programme. Of these, 1356 students have completed their 
studies and 372 students were unable to continue their courses; the rest are still studying 
under the programme. The total amount spent on the programme since its inception now 
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stands at US$22.3 million, (ibid). 
7.12.5 Special Attention to Depressed Areas 
At the Tenth Annual Meeting of the Board of Governors held on March 1986, it was 
proposed to pay special attention to depressed areas in member countries. The objective of 
this programme would be for governments and financial institutions to co-operate to provide 
the help of economic and credit incentives to areas facing hard economic problems, with the 
aim of creating new employment opportunities and raising income levels. 
Following this proposal several studies have been done by the Bank by sending 
different missions to different areas of member countries like Sudan and Mali to help in 
assessing the magnitude and nature of the role of the IIDB in assisting these areas. Close co- 
operation between the governments concerned, is required together with the private sector, 
and the international development financing institutions. The IDB considered using the 
Special Assistance Account to finance projects in these depressed areas which could not be 
financed from the Bank's ordinary sources, (IDB Annual Report, 1407H (1986-87), pp84- 
85). 
7.12.6 Merit Scholarship Programme 
During 141111 (199 1) the Bank added another dimension to its scholarship programme 
by introducing what is called the IDB Merit Scholarship Programme for Post-graduate 
Training in Research and Advanced Science and Technology". This programme aims to 
develop technically qualified persons in member countries and enhance the scientific, 
technological and research potential oftheir scholars and researchers. Under this programme, 
the scholarships are granted to outstanding scientists and scholars in member countries for 
advanced training and research in the fields of science and technology at schools and 
institutions with a world-wide reputation. 
This programme was initially established for the period 1413H- I 417H (1993 -97) with 
an approved budget of US$9,223 thousands to train approximately 80 scholars. The second 
five year phase for the period of 1418H-1422H (1997-2001) has been approved after the 
evaluation and recommendation to continue the programme. In the first five-year period, 93 
scholars were selected, 34 of them completed their studies and research, and three scholars 
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have been awarded PhD degrees, (Twenty-Two Years in the Service of Development, 1395- 
1417H (1975-1996), p 13). 
7.12.7 IDB Participation in the Reconstruction of Kuwait 
The IDB Board offixecutive Directors in its 124th meeting approved the participation 
of the Bank of US$60.00 million in the Kuwait Reconstruction Portfolio (KRP) which was 
established by Al-Baraka Group with a capital ofUS$200.00 million. This portfolio represents 
a group of Islamic and traditional banks and investment companies, (IDB Annual Report, 
141 IH, (1990-91), p80). 
7.12.8 Assistance for Muslim Communities in the Former Soviet Union and Eastern 
Europe 
The IDB has been involved in organising programmes for Muslim communities in this 
region to be funded from the Special Assistance Account. The objective of this programme 
is the provision of financial assistance to Muslim communities in non-member countries for 
improving their social and economic conditions, (IDB Annual Report, 1412H (1991-92), 
p88). 
7.12.9 Special Assistance projects for Member countries and Muslim communities in 
Non-Member countries 
The Bank finances various special projects in member countries as well as Muslim 
communities in non-member countries. The finances approved to member countries are 
mainly to relief disasters arising out of natural calamities, refugee problems and any other 
unforeseen events. While financing the operations for Muslim communities are mainly related 
to upgrading their economic and social status. "The total amount approved by the Bank out 
of the special Assistance Account up to the end of 1416H (1996) stood at ID365 million 
(US$434 million). Out ofthis amount, ID248 million (US$297 million) was approved for 160 
operations in member countries and ID 116 million (US $13 7 million) for 218 operations for 
Muslim communities in non-member countries", (Twenty-Two Years in the Service of 
Development, 1395-1417H (1975-1996), pl. 1). 
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7.13 Resources of the IDB 
The resources of the IIDB include the following: 
7.13.1 The Ordinary Capital Resources of the Bank which include 
1) The capital subscribed by the member countries or the pai4-up capital. 
2) Any deposits placed and accepted by the Bank. 
3) Amounts received in repayment of loans, the sale of its equity holdings, and income 
from investments related to its ordinary operations. 
Reserves, retained earning and the amount raised for ordinary operations from market 
sources. 
5) Any other funds raised or received by the Bank, or placed at its disposal, or income 
received by it, which do not form part of the Special Fund Resources and Trust Fund 
Resources such as the Investment Deposit Scheme. 
7.13.2 Special Fund Resources which include 
1) Funds contributed by members for inclusion in any Special Fund. 
2) Funds allocated by the Bank to any Special Fund from net income. 
3) Funds repaid in respect of financing from the resources of a Special Fund. 
4) Income derived from operations financed by a Special Fund. 
5) Any other resources received by, or placed at the disposal of any Special Fund. 
Special Fund Resources as stated in the Article of Agreement is represented by the 
Longer-term Trade Financing Scheme which was established under Article 22 of the Articles 
of Agreement of the Bank. 
7.13.3 Trust Fund Resources which include 
1) Resources received by the Bank to be administered in accordance with the terms of 
the trust. 
2) Funds repaid or received in respect of operations financed by the Trust Funds. 
Income derived from operations financed by the Trust Funds. 
The Trust Fund Resources also are represented by the Islamic Banks portfolio and the 
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IDB Unit Investment Fund (both are established under Article 23 ofthe Articles ofAgreement 
of the Bank). 
The Financial Statements of the Bank show the operations from each one of the 
resources separately. Under no circumstances are any ofthe resources charged with, or used 
to discharge losses or liabilities arising from one operation to another operation. Expenses 
appertaining to one operation should not be charged to another operation, (IDB Article of 
Agreement, pp9-1 1). 
7.13.4 Resource Mobilisation 
The main strategy of the IDDB relating to resource mobilisation is not to rely upon 
share capital alone but to develop alternative ways and means for raising resources in the 
market place revolving around those areas of the Bank's operations which are income 
generating, such as equity investment, leasing and instalment sales, and foreign trade financing 
operations. The Bank's aim is to develop appropriate financial instruments in conformity with 
Shari'ah. 
Beside that and unlike other financial institutions, the Bank cannot borrow funds from 
conventional world financial markets because it would involve payment of interest which is 
not compatible with Shari'ah, (Twenty-two Years in the Service of Development, 1395- 
1417H (1975-1996), p4). 
The resource needs of the IIDB member countries had been increasing and the Bank's 
financing operations had grown so fast in support ofthe economic development in its member 
countries that by 1981 it was facing the problem of already committing all its resources. As 
a result the Bank strived to seek additional financial resources to assist its member countries 
and it formed a committee of experts to undertake a study of resource mobilisation as early 
as 1398H (1977-78); it took this committee one year to come up with recommendations, 
(New Horizon Reporter, 199 1, p 15). These included the introduction of 
1) Investment Deposit Scheme. 
2) Islamic Banks' portfolio scheme. (see section 7.10.3 p. 267) 
3) Longer-Term Trade Financing Scheme. (see section 7.10.2 p. 265) 
4) The IDB unit Investment Fund Scheme. 
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7.13.4.1 The Investment Deposit Scheme 
The first effort of the Bank in the area of resource mobilisation was the Investment 
Deposit Scheme, launched in 1400H (1980). It provides investors with an Islamic alternative 
to making short-term investment through participation inthe financing operations ofthe Bank. 
The aim of this scheme is to raise funds from both individuals and institutions to provide 
acceptable investment opportunities to them and at the same time to mobilise financial 
resources for the Bank. It also helps in identifying and evolving new financial instruments. 
Under this scheme, the Bank accepts deposits from both individuals and governmental 
institutional investors and issues in return Investment Deposit Certificates. The funds 
generated through the issue of the Investment Deposit Certificates are utilised for the import 
trade financing operations of the Bank which started operations in 1397H (1977). Since the 
Bank accepts deposits from institutions as well as individuals, an amount of US$250,000 and 
not exceeding US$1,000,000 can be deposited at any time. Any amounts in excess of 
US$ 1,000,000 are to be deposited on the basis of negotiations with the Bank. 
Linking the Investment Deposit Scheme to foreign trade activities of the Bank has 
several advantages: 
1) The foreign trade financing operations of the Bank conform to the principles of 
Shari'ah and provide a reasonable return. 
2) The repayments ofthe funds utilised in the operations are guaranteed and the payment 
of the sale proceeds from the operations are guaranteed too by the Central Bank or 
any other bank ofthe member countries acceptable to the Islamic Development Bank. 
3) Investors will contribute towards promoting trade and economic ties between the 
Muslim countries. 
Two improvements were introduced: 
Applying the Mudarabah concept in placing the funds and in determining the 
Mudarabah share for the Bank. 
Matching the deposits to certain foreign trade transactions in such a way that the 
distribution of revenues to depositors is tied to the actual or prospective return on the 
assigned transaction, and the refund of deposits is tied to the repayment of 
beneficiaries. 
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a) Return of the Investment Deposit Scheme 
The return on the Investment Deposit Scheme is linked to the foreign trade financing 
operations ofthe Bank. In June 1987, the Board ofExecutive, Directors ofthe Bank approved 
a Scheme of rebate on the mark up on the foreign trade financing operations. It had been 
decided to have a rebate of IS percent on the mark up on foreign trade financing operations 
(the annual profits of the foreign trade operations are based on the mark-up on the trading 
transactions on the rate of 7 percent). As a consequence of the introduction of this Scheme 
of rebate, the net return to the investors is estimated to be around 5.85 percent. The return 
to the investors is based on the actual profits made by the Bank after deducting a small fee to 
cover the cost of administration. All payments of profits are made free from any income tax. 
The cost of administering the Scheme by the Bank is estimated around 0.1 percent of 
the funds utilised in the financing operations. This is deducted from the gross profits of the 
Scheme. To recover this cost, the Bank reviews the rate annually in the light of the actual 
costs. The net profit is distributed to all depositors whose deposits have remained in the 
Scheme for a minimum of six month's hence the profits are distributed half-yearly 
corresponding to the Bank's Financial Year. 
7.13.4.2 The IDB Unit Investment Fund 
The IDB unit Investment Fund (the Fund) is a trust fund established under Article 23 
of the Articles of Agreement of the Bank. It was launched at the beginning of 14 1 OH (1990). 
The Fund is managed by an Executive Committee which is headed by the President of IDB. 
The purpose of the Fund is to participate in the economic development of the member 
countries through the pooling of the savings of institutions and individual investors, and to 
invest these savings in funding projects in member countries. The initial issue of units of the 
Fund was US$100 million, subsequently increased to US $325 million. The Bank has 
undertaken to buy back units from investors after the first year of operation of the fund at 
regular intervals within each year. According to the regulations of the Fund, the Bank 
manages the Fund as a Mudarib and charges a management fee equal to 10 percent of the net 
income of the Fund which is included in the statement of income under Mudarib fees from 
trust funds. Owing to reservations on equity investments, the fund invested its resources 
mainly in leases and instalment sales ofthe IDB, (IDDB Annual Report, 1417 (1996-97), p214). 
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7.14 Observations on the Operations of the IDB 
Various indices can be used to demonstrate the progress the Bank has made since its 
establishment up to 14171H (1997): 
1) When the Bank was inaugurated in 1395H (1975), there were only 22 member 
countries; memberslfip now stands at 51 and is likely to increase in future. 
2) The number of staff employees has grown from 30 in 1396H (1976) to the present 
number of 722 at the end of 1417H (1997). 
3) When the Bank started its operations, only two projects valued at ID 13.0 million 
were approved; by the end of 1417H (1997), a cumulative total of 2275 projects 
valued at almost IDD13,255.54 billion had been approved. 
Disbursement in the first year of operation was ID 13 million; this had increased to 
about ID 9078.00 bfllion by the end of 1417H (1997). 
5) At its inception, the Bank had only two modes of financing (loan and equity modes) 
while today seven modes of project financing, three modes of foreign trade financing, 
and the technical and special assistance operations exist. 
6) During the first year of the Bank's operations only one co-financed project was 
implemented; by the end of 1417H (1997) there had been as many as thirty co- 
financing affangements. 
In order to facilitate the co-ordination of assistance, the Bank has co-operative 
agreements with nine international or regional institutions and seven Arab funds, all 
of whom undertake operations in the Bank's member countries. 
7.14.1 The Goal and Objectives of the IIDB 
The final goal of all Muslims should be pleasing Allah and acting successfully as His 
Vicegerent. At the same time the goal and the objectives of an Islamic development bank are: 
First, the social welfare of man and the alleviation of poverty, realising the social 
welfare of people in its financing. This goal up to now has not been met by the 103B because 
poverty still prevails in the developing member countries even though the Bank is financing 
infrastructure projects and financing more social service projects to increase the social welfare 
of people. The IDB did not specify the alleviation ofpoverty explicitly as part ofits goals and 
objectives, rather, it is stated implicitly in its objectives by advocating the promotion of 
economic development and social progress and the welfare of Muslim. 
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Second, concerning the goal of promotion of social progress and human resources 
development. This goal also is not met by the Bank even though there is financing available 
for social services through the bank and IRTI activities and merit scholarship programmes. 
More effort and more project support needs to be given in this context. 
Third, concerning the goal of the spirit of brotherhood and co-operation, this is met 
by the Bank in all its activities specially the economic co-operation between member 
countries. Another goal is the development of major sectors in the LDCs, this the Bank is 
trying to achieve, but demand far exceeds supply. 
7.14.2 The Functions of the Islamic Development Bank 
This section compares the functions of an Islamic development bank as they are stated 
in (Chapter 6) with the functions of the IDB as they are stated in the Articles of Agreement 
(beginning of this chapter) and the actual practices of the ]1DB. 
I) The first function of an Islamic development bank is that it should work as an 
investment bank by using the Islamic modes of financing. (These modes discussed in 
Chapter 3). While the articles of agreement accept this function: "to participate in 
equity capital. of productive projects and enterprises in member countries". They 
specify only the use of the mode of finance, that is equity finance. The practice of the 
IDB shows that equity participation is not fulfilled as it is supposed to be (according 
to the article of agreement). This is clear by looking at the operations of the 1DB, 
because only a total of ID 204.41 million of the total operations of the Bank (1.57 
percent) is given over to equity participation from its inception up to 1417H (1997). 
2) The second function requires an Islamic development bank to "work as a development 
institution to improve the social welfare of people and provide finance and the missing 
factors of production to development projects in both private and public sectors". 
The articles of agreement of the EDB state that it should "invest in economic and 
social infrastructure projects in member countries by way of participation or other 
financial arrangements for economic and social development. " The Bank is trying its 
best to fulfil this function and the table of sectoral distribution of ordinary operations 
(Table 7.3) shows the amount allocated for each sector and the percentage of that 
allocation. However only 16 percent of funds were allocated for social development 
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during the last 22 years of operation. 
3) The promotion of international trade between member countries, is stated in the 
articles of the agreement of the IDB and the practice of the IDB indicate that this 
function is met. Since its inception, the IDB has accorded high priority to the 
promotion of trade among member countries, arguing that trade contributes 
immensely to the development process. This function in many ways became the 
primary function of IDB activities in order to accomplish the goal of co-operation 
between member countries. As we have seen, the Bank evolved several modes of 
financing to support and encourage trade. The total financing approved by the Bank 
under its trade financing schemes since its establishment amounted to ID 9177.86 
million which is around 69.24 percent of the operations of the Bank, (see Table 7.4). 
Also the Bank started in 1417H (1997) a new initiatives to assist member countries 
on issues relating to trade and investment. This includes the organisation of a series 
of seminars and workshops on issues emerging from the Uruguay Round Agreements 
(URA); the organisation ofa side-meeting for delegates from member countries ofthe 
Organisation of Islamic Conference (OIC) attending the first Nfinisterial conference 
of the World Trade Organisation (WTO) held at Singapore for the purpose of co- 
ordinating their position on the issue involved; the organisation of a preparatory 
meeting in Geneva for member countries that may require IDB assistance in joining 
the WTO; and holding a seminar in Jeddah during June 1997 for all member countries 
to discuss issues relevant to IDB member countries regarding the URA and WTO, 
(IDB Annual Report, 1417H (1996-97), p45). 
4) The provision of technical assistance and expertise to entrepreneurs is also a 
requirement of an Islamic development bank. The IDB does provide this assistance 
to member countries for the identification, preparation and implementation ofprojects 
as well for institution building. It approved up to 1417H (1997) a total of 223 
operations, amounting to ID 84.52 million in 42 member countries, (see Table 7.4). 
5) An Islamic development bank should work as a data collection and information centre. 
The articles of agreement of the IDB do not stipulate this but in practice the Bank is 
performing this activity. An information technology department and computer 
facilities have been established in the Bank to provide a data service to member 
countries and to the IDB itself, (IDB Annual Report, 1417H (1996-97), pp 161-166). 
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6) An Islamic development bank should also work as a research and training centre. In 
practice, this function has been met by establishing the Islamic Research and Training 
Institute which organises seminars, courses and workshops on subjects relevant to 
member countries. It undertakes research to enable the economic,, financial and 
banking activities in the Muslim countries to conforra to the Shari'ah. The major 
function of IRTI is to organise and co-ordinate basic and applied research with a view 
to developing models and methods for the application of Shari'ah in the fields of 
economics, finance and banking. 
7) An Islamic development bank should work as a co-ordinator between the rich and the 
poor Muslim countries. This function is not stated in the functions of the IDB but it 
was certainly one of the reasons for establishing the IDB. In practice the 1DDB is 
performing this and it is obvious in the membership subscriptions of the Bank. 
8) An Islamic development bank should encourage entrepreneurs to invest in 
development projects which help to eradicate poverty. The purpose of establishing 
the IDB is to foster economic development and social progress of member countries. 
In practice the 1DB is applying this function but up to now it has not been able to fully 
eradicate poverty from member countries. 
9) An Islamic development bank should raise funds through voluntary contribution and 
donation or any other Islamic means to help Muslim communities to achieve better 
social welfare. This function is stated in the functions of the IDB. In practice 
deposits are accepted from individuals and institutions as stated in the functions ofthe 
IDB. Alsol funds have been raised by the IDB by establishing the Investment Deposit 
Scheme, the Islamic Banks' Portfolio Scheme, the Longer-Term Trade Financing 
Scheme, and the IDB Unit Investment Fund Scheme. But, unfortunately these 
schemes have not contributed much to date in resource mobilisation, (see Table 7.4). 
10) The IUDB is fostering international economic co-operation. Close ties and working 
relationships with multilateral financing institutions and international bodies active in 
similar operations and spheres of activity have been established. The Bank attaches 
special importance to its ties with United Nations Agencies. Also, the IDB is co- 
operating with sub- Regional Economic Co-operation organisations, other OIC 
agencies, the National Development Financing Institutions of member countries, and 
with Islamic Banks. 
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In general the functions ofthe I1DB can be grouped into two main areas: financing and 
consulting. Financial activities encompass investment in economic and social infrastructure 
projects in member countries; equity capital participation in production enterprises; andloans 
for beneficial projects in the private and public sectors. Consulting services include technical 
assistance to member countries; training facilities for staff involved in development activities; 
and research to enable economic,, financial and banking activities in Muslim countries to 
conform to the Shari'ah, (Roy, 1991, p442). In essence the IDB is almost following a 
prototype model of the regional development banks functions with some elaboration 
concerning the principles of Shari'ah. 
7.14.3 Strategic Planning; Priorities and Operational Aspects of the IDB 
Since the Islamic Development Bank is considered one of the main development 
financing institutions in the Muslim world; the Bank has spent considerable efforts in assessing 
its past performance and attempting to define a clearer focus for its operational priorities and 
objectives, (1DDB Annual Report, 1413H (1992-93), pp57). Also, to complement its efforts 
in increasing resource flows to member countries, the IDB has been taking steps to improve 
the effectiveness of its assistance. It is for this purpose that the New Strategic Agenda for the 
Bank was elaborated. This strategic agenda is called "Strategic Agenda for the Medium 
Tenn: Priorities and Main Operational Aspects" (IDB Annual Report, 1415H (1994-95), 
p70). The goal of this Strategic Agenda is strengthening the economic co-operation among 
IDB member countries. "The proposed Strategic Agenda has evolved out of the plan of 
Action to strengthen economic co-operation among member states ofthe OIC emanating from 
the Makkah Declaration7% (ibid, 1413 H (1992-93), p5 8). The Strategic Agenda highlights the 
development objectives which have been reflected in the Bank's operations and in its 
assistance to member countries. They include the following: 
1) Socio-econornic development through co-operation. 
2) Enhancement and development of human resources through education and health 
promotion. 
3) Poverty alleviation. 
4) Promotion of science and technology. 
5) Environmental concerns. 
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6) Strengthening of the private sector. 
(ibid) 
Sectoral priorities and the focus of the Bank have been determined as: 
1) Agriculture and food security. 
2) Medium and small scale industries. 
3) Health and education. 
4) Transport and Communication. 
(ibid). 
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Notes 
These 21 least developed countries are: Afghanistan, Bangladesh, Benin, Burkina 
Faso, Chad, Comoros, Djibouti, The Gambia, Guinea, Guinea-Bissau, Maldives, Mali, 
Mauritania, Mozambique Niger, Senegal, Sierra Leone, Somalia, Sudan, Uganda and 
Yemen,. (113B Annual Report, 1995-96, p92) 
2) Actually, considering the increasing volume and diversity of the Bank's operations, 
the need to improve its operations, and ensure better projects follow-up and 
implementation then the Bank decided in 1413H (1993) to establish two regional 
offices: one in Kuala Lumpur, Malaysia, and the other in Rabat, Morocco. Both of 
these offices started their operation in 1414H (1994), (Twenty-Two Years in the 
Service of Development, 1395-1417H (1975-1996), p2). 
3) Source is IDB Annual Report, 1417H (1996-97), p. 26 1. 
4) This was due to several factors. First, there has been an overall scarcity of projects 
in some of the member countries which have been forced to tighten their belts, due to 
balance ofpayments problems and budgetary limitations. In pursuance of agreements 
with the IMF, some of them were unable to seek financing from the IODB even in the 
form ofrelatively concessionary loans. Secondly, overdues problems ofnot being able 
to repay the previous loans in some member countries prevented several projects 
which had been officially reviewed and appraised and even included on the agenda of 
meetings of the Board of Executive Directors, from being processed for approval. 
Thirdly, some member countries with large international obligations were in the 
process of making structural adjustments in their economies and were thus restrained 
from borrowing, (lDB Annual Report, 1406H (1985-86), p7l). 
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Chapter 8 
Evaluating the Performance of the Islamic Development Bank 
8.1 Introduction 
The aim of this chapter is to analyse and evaluate the performance of the Islamic 
Development Bank (IDB) over a 22 year period (13 96H- 1417H correspond to 1976-1997). 
The performance of development banks can be evaluated from three perspectives: the 
financial, development, and technological development functions, (Kariisa-Kasa and Murinde, 
1995). In addition a social development function needs to be considered in the context of the 
IDB, because of its role and importance to the developing countries and its effect on the other 
kinds of development including economic, administrative, and political development. The 
development function implies the economic development function only. In Islam the social 
welfare ofmankind is extremely important and it must be one of the objectives of any Islan-dc 
development bank. 
8.2 The Financial Function 
Since a development bank is basically a financial institution, then, its performance and 
efficient utilisation of resources should be determined on the basis of its financial statements,, 
(Jain, 1989, World Bank, 1994). Any development bank is performing profitably if its 
investments are doing well and are income generating. In the case of the IIDB, to form a 
complete picture about its investment efficiency and whether its operations are really income 
generating or not, the balance sheet and income statement are analysed; financial ratios are 
used as a tool to evaluate the adequacy, efficiency, and profitability ofthe IDB. The questions 
which need to be asked here are: are the profits of the 1ODB adequate? What rates of return 
do they represent? What are the rates of return for its various segments of business, eg., the 
loan portfolio, the share investment portfolio, and the sale and trade portfolios? 
Kariisa-Kasa and Murinde argue that the analysis of the adequacy of profits and the 
overall rates of return are often based on standard financial ratios,, such as the rate of return 
on assets and equity. 
The rate of return (ROR) is a commonly accepted measure for assessing the 
profitability of an institution. The rate of return on capital employed (ROROCE) and the 
return on equity (ROE) have to be calculated alongside the rate of return on total assets 
(ROROTA) and the rate of return on net assets (RORONA). The ROROCE indicates how 
efficiently the long-term funds of owners and lenders or members are being used. While the 
ROROTA is useful as an overall measure of the financial performance of the operating 
efficiency of the development bank, (Jain, 1989, p 100 and Kariisa-Kasa and Murinde, 1995, 
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p 15). Both of these returns are taken gross, that is including interest, since the capital 
employed also includes long-term loans. The exception to this rule is in the Islamic banking 
system which does not include the interest rate in its operations. However, it should be noted 
that the profitability of a development bank will depend on the profitability of financial 
projects, (Kariisa-Kasa and Murinde, 1995, p 15). 
It is important to ascertain the adequacy of the rate of returns (RORs), which can be 
judged by comparing actual rates of return (AROR) with expected rates of return (EROR) 
(Jain, ibid, p 10 1). These rates of return have to be calculated for each method of financing 
because they are the key indicators of accepting or rejecting a project and they will influence 
the market. 
But, will conventional financial analysis techniques still be valid in the Islamic financial 
system? Yes, to a large extent, but with some adjustment because the rate of interest is not 
recognised as a component of cost of capital in Islamic financial analysis'. Also, will the 
conventional methods ofproject evaluation still be valid? Yes, except that other than discount 
rates, interest rates must be identified for time discounting; that is discounting is permissible 
in Islam but not using the interest rate, (Faridi, 1983, p5 1). Fahim Khan argues"the expected 
rate of return on capital in the economy may over-estimate the expected time value of money 
because the rate of return on capital may include several elements other than time value of 
money, eg, reward for bearing the risk not associated with time", (Khan, 1995, p164). The 
expected rate of return or profit changes according to the duration of the projects; for 
example, long-term projects tend to have expected profits higher than short-term projects. 
This suggests that the expected rate of profit or return may be a function of time, (ibid). 
Given the previous discussion, the investment decision in Islam will have to be based 
on expected rates of return on capital with all the uncertainties attached to it. This uncertainty 
(risk) in part is related to time. The rate of return will be used for time discounting as long 
as it carries some uncertainties and it is not predetermined, (Khan, 1995, p6). Also, "Islamic 
banks have to operate prudently in the absence of the interest rate instrument Islamic banks 
may, for example, call upon the return on equity, the user cost of capital, shadow prices and 
other indicators which do not contravene the Islan-fic Shari'alf',, (Murinde, Naser and 
Olusegun Wallace, 1995, p 128). 
In the Islamic financial system it is the expected rate of profit or return which will 
influence the market not the interest rate; interest is forbidden and market transactions are 
done through the ROR. It is considered the earning rates on financial assets. For Muslims 
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the expected rate of return equals the expected monetary return (M) plus social welfare and 
satisfaction(S). Monetary return depends on or is a function of security, risk, maturity and 
liquidity (asset convertibility). Social return depends on whether social welfare and 
satisfaction is generated forthe whole society, specific class orjust a small segment of society. 
In short the expected rate of return = M+S. A key feature is the determination of this social 
return, (see pp342-343 below). 
Here we are going to use a number of traditional ratios as tools of financial analysis 
applied to the historical data available from the IDB annual reports. Despite their limitations, 
these tools help to highlight the financial efficiency and profitability of the Islamic 
Development Bank. Further statistical analysis using the expected mean value, standard 
deviation, and the range is then employed to help evaluate the performance of the 1DB in 
terms of the behaviour of the balance sheet and the income statement. This provides a 
meaningful procedure for conceiving abenchmark position from whichbank performance may 
deviate. Computing the expected mean value might underscore the performance of the 
development bank during the period, but generating the standard deviation will allow an 
indication of the variability over the period. Additionally, calculating the range is a method 
providing a benchmark indicator against which the mean and standard deviation are 
interpreted, (Murinde, 1996, p3). This innovation of carrying out a statistical analysis of the 
behaviour of the financial function will take us beyond the snapshot analysis provided by the 
standard data in the balance sheet and the income statement. According to Murinde"the idea 
is that, by approximation, the behaviour of the statistical moments portray the risk and return 
(or portfolios) structure ofthe bank over a period oftime, " (Murinde and Kariisa-Kasa, 1996, 
p2). 
The Islan-fic development bank is a governmental development bank which means its 
main source of income comes from member countries. It does not receive any subsidy from 
any country or organisation like many conventional development banks. This makes the IDB 
have its own distinct character when compared to conventional development banks which 
receive grants and subsidies. Rather, the IDB gives grants and subsidies to LDCs. So, the 
Subsidy Dependence Index(SDI) as it was calculated in the Murinde Model is not applicable 
to the IDB. 
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8.3 Analysis of the Balance sheet 
To have a complete analysis of the balance sheet, we began first with the assets 
(investment) of the IDB then consider the liabilities side (sources of income). 
8.3.1 The Asset Side 
Table 8.1 reports the serial balance sheet positions of the IDDB from 1396H (1976), 
when the Bank started operations, to the year 1417H (1997) when the latest data is available. 
Looking at the asset side shows the following: 
Deposit with Banks and SAMA 
The Bank has a high percentage of its funds placed at foreign banks and SAMA for 
each of the 22 years under consideration specially during the first five year period'. This fund 
is invested with financial institutions operating in the international financial markets, and is 
considered a liquid fund. When the Bank started its operation in 1396H(1976) the amount 
placed withthese financial institutions was ID304.263 million; this increased until 1400 (1980) 
when it began to fall due to very active foreign trade financing operations. It later rose to 
between 30-50 percent of its total assets. This high liquidity might be considered normal at 
that time because the Bankjust started its operations and it was still in its infancy. But, it also 
indicates that more than 50 percent of its capital was placed with foreign banks and earning 
interest, against the dictates of Shari'ah. 
The decrease of this liquid fund implies greater utilisation of the fund; high liquidity 
shows less utilisation of IDB capital and less investment activities (fewer project financings) 
taking place. Figure 8.1 shows the trend of liquid assets. 
291 
Table 8.1: Balance Sheet of the IDB(Amounts in Thousands of Islamic Dinars) 
1396 1397 1398 1399 1400 1401 
Assets Amount % Amount % Amount % Amount % Amount % Amount % 
Deposits with Banks & SAMA: 
Current Accounts NA NA NA NA NA NA 
Call Accounts 70 0.02 328 0.07 42 0.01 69 0.01 20.497 211 50.215 4.51 
Deposit Accounts 304,263 97.23 438,183 90.29 507.761 79.34 559.9M 6464 503,192 51.71 345,424 31.00 
Total Deposit withBanks & SAMA 304,333 97.25 438,511 90.36 507.803 79,34 559,972 64.64 523,689 53.81 395, e39 35-50 
Other Investments: 
Deposit for Investment NA NA NA NA NA NA 
Managed Investment NA NA NA NA NA NA 
Specific Deposit with IDS Unit IF NA NA NA NA NA NA 
Investment in Lease Participation P NA NA NA NA NA NA 
Investment In Murabahs & Other F NA NA NA NA NA NA 
Investin I. C. for Ins. of Inv. & Exp. C. NA NA NA NA NA NA 
Total Other Investment NA NA NA NA NA NA 
Invest in Special & Trust Funds: 
Longer-term Trade Financing Sch. NA NA NA NA NA NA 
IBP for Investment & Dev. NA NA NA NA NA NA 
IDB Unit Investment Fund NA NA NA NA NA NA 
Total Investment in S &T Funds NA NA NA NA NA NA 
Ordinary Operations: 
Leasing NA NA NA 6,201 0.72 12,629 1.30 27,029 2.43 
Instalment Sale Financing NA NA NA NA NA NA 
Loans NA 962 0.20 9,152 1.43 21,035 2.43 38,036 3.97 58,758 5.27 
Participation in Equity Capital NA 5,167 1.08 33,268 5.20 61,104 7.05 78,411 8.06 107,226 9.82 
Profit Sharing & Shares in Sub. C. NA NA 4,166 0.65 4,262 0.49 6,358 0.65 4,853 0.44 
Sub- total NA 6,129 1.26 46,586 7.28 92,602 10.69 136.032 13.98 197,866 17.75 
Less: Operations Risks Provision NA NA NA NA NA NA 
Total of Ordinary Operations NA 6,129 1.26 46,588 7.28 92.602 10.69 136,032 13.98 197,866 17.75 
Foreigh Trade Financing (iTFO) NA 5,961 1.23 43,548 0.80 163,952 18.93 267,410 27.48 468,427 42.03 
Total Operations NA 12,090 2.49 90,132 14.08 256.554 29.62 403,442 41.46 666,293 59.79 
Other Assets: 
Accrued Income & Miscellaneous 3,212 1.03 14,919 3.07 21,751 3.40 28,088 3.24 23,641 2.43 30,508 2.74 
Property & Equipment 5.377 1.72 19.790 4.08 20,308 3.17 21,631 2.50 22,408 2.30 21,988 1,97 
Total of Other Assets 8,589 2-74 34.709 7.15 42,059 8.57 49,717 5.74 46,049 4.73 52,498 4.71 
Total Assets 312,923 100 485,309 1100 639,995 100 8ee, 243 too 973,180 100 1.114,428 100 
Liabilities, Mem. V Fund & Other Res.: 
Deffered Inc., Acc. &Other Liabilities 29,097 9.30 51,520 10.62 54.044 8.44 99,010 11.43 15,532 1.60 12,644 1.13 
investment Deposit Scheme NA NA NA NA NA 43,805 3.93 
Specific Dep. from IDB UIF NA NA NA NA NA NA 
Special Assistance Accounts NA NA NA NA 79.862 8.21 111,603 10.01 
Special Acc. for Least Dev. Countries NA NA NA NA NA NA 
Special Reserve NA NA NA NA 90,535 9.30 129,788 11.65 
Sub-total 29,097 9.30 51,520 10.62 54,044 8.44 99,010 111.43 185,929 19.11 297,840 20.73 
Members'Funds: 
Paid-up Capital 283,820 90.70 417,152 85.98 571,500 89.30 750.500 8614 760,375 78.13 774,992 69.54 
Capital Reserve NA 16,637 3.43 16,637 2.60 16,637 1.92 18,637 1.71 18,637 1.49 
General Reserve NA NA NA NA NA 10.239 0.92 
Retained Earnings NA NA (2,186) 96 0.01 10,239 1.05 14.719 1.32 
Total Members! Funds 283,828 90.70 433,789 89.38 585,951 91.56 767,233 88.57 787,251 80.89 818,587 73.27 
Total Liabilities 312,923 100 485,309 100 639,995 100 866,243 100 973,180 100 1,114,428 100 
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Table 8.1: Balance Sheet of the EDB (Continued) 
1402 1403 1404 1405 1406 1407 
Assets Amount % Amount % Amount % Amount % Amount % Amount % 
Deposits with Banks & SAMA: 
Current Accounts NA NA 3,247 0.17 2,260 0.11 33,553 1.41 55,224 2.22 
Call Accounts 183,199 13-33 275.679 16.27 288,782 14.15 156,161 7.40 168.398 7.07 327,194 13.15 
Deposit Accounts 436,112 31.73 596.717 35.23 483,695 25.46 559.103 26.50 813,973 34.18 596,767 23.98 
Total Deposit wbBanks & SAMA 619,311 45.08 87Z396 51.50 755.724 39.79 717.544 34.01 1,015,924 42.0 978,185 39.31 
Other Investments: 
Deposit for Investment NA 1,685 0.10 24,443 1.29 53,509 2.54 $7.534 3.67 211,063 8.48 
Managed Investment NA NA NA NA NA NA 
Specific Deposit with IDB Unit IF NA NA NA NA NA NA 
Investment in Lease Parficipation P NA NA NA NA NA NA 
Investment in Murabaha & Other F NA NA NA NA NA NA 
Invest. in I. C. for Ins. of Inv. & Exp. a NA NA NA NA NA NA 
Total Other Investment NA 1.685 0.10 24,443 1.29 53.509 2.54 87,5M 3.67 211,063 8.48 
Invest in Special & Trust Funds: 
Longer-term Trade Financing Sch. NA NA NA NA NA NA 
IBP for Investment & Dev. NA NA NA NA NA 12,272 0.49 
IDB Unit Investment Fund NA NA NA NA NA NA 
Total Investment in S &T Funds NA NA NA NA NA 12,272 0.49 
Ordinary Operations: 
Leasing 56,858 4.14 56.441 3.33 74,042 3.95 86,108 4.08 156,917 8.58 170.018 0.83 
Instalment Sale Financing NA NA NA NA NA 42,786 1.72 
Loans $1,542 5.93 117,032 6.91 144,088 7.59 165.160 7.83 2OZ185 8.48 23O, 6M 9.27 
Participation In Equity Capital 128,271 9.33 134,457 7.94 133,673 7.04 129,134 6.12 109,135 4.58 100,757 4.05 
Profit Sharing & Shares in Sub. C. 3,187 0.23 17,894 1.06 18,165 0.85 14.797 0.70 NA NA 
Sub- total 269,858 19.64 325,824 19.23 368.868 19.42 395,219 18.73 468,237 19.65 544,163 21.87 
Less: Operations Risks Provision NA NA NA NA NA NA 
Total of Ordinary Operations 269,858 19.64 325,824 19.23 368,868 19.42 395,219 18.73 468,237 19.65 544.183 21.87 
Foreigh Trade Financing ffrFO) 430,478 31.32 434.092 25.63 714,151 37.60 901,554 42.74 754,848 31.68 697,577 28.03 
Total Operations 700.334 50.9e 759,915 44.86 1.083,019 57.02 1,296,773 61.47 11,223,053 51.33 1,241,760 49.90 
Other Assets: 
Accrued Income & Miscellaneous 33,116 Z41 38,620 Z18 lZ818 0.67 18,478 0.88 33,108 1.39 21,168 0.85 
Property& Equipment 21,583 1.57 23.369 1.36 23,497 1.24 23,241 1.10 23,358 0.98 23,968 0.96 
Total of Other Assets 54,699 3.98 59,989 3.54 36,313 1.91 41,719 1.98 56.466 2.37 45,134 1.81 
Total Assets 1,374,344 100 1,693,986 100 1,899,498 100 2,109.545 100 Z383,007 100 2,488,414 100 
Liabilities. Mem. s! Fund & Other Res.: 
Deffered Inc., Ace. & Other Liabilities 9,345 0.68 23.096 1.36 64,488 3.40 47,811 227 3Z424 1.30 SZ821 7-12 
Investment Deposit Scheme 62,550 4.55 155,388 9.17 77,267 4.07 67,931 3.22 87,480 3.87 89,630 3.61 
Specific Dep. from IDB UIF NA NA NA NA NA NA 
Special Assistance Accounts 144,881 10.54 171,254 10.11 194.575 10.24 203,368 9.64 218,324 9.18 584.611 23.49 
Special Ace. for Least Dev. Countries NA NA NA NA NA NA 
Special Reserve le6,672 12-13 2DO, e62 11.85 235,551 1240 264,283 12.53 326,509 13.70 NA 
Sub-total 383,448 27.90 550,400 3249 571,881 30-11 583,393 27.65 6e4,737 27.89 727,268 29.23 
Members! Funds: 
Paid-up Capital 93Z374 (37.84 1,082,618 63.91 1,258,27e 6e. 24 1,428,206 67.70 1,577, Sel 056.20 1,802,123 64.38 
Capital Reserve 18,637 1.21 le. 637 0.98 18,837 0.88 16,637 0.79 16,637 0.70 1e, e37 0.67 
General Reserve 24,958 1.82 41,885 2.47 44,330 2.33 52,702 2.50 81,309 3.41 119, e41 4.81 
Retained Earnings le, 926 1.23 Z446 0.14 8,372 0.44 28,607 1.36 4Z663 1.79 2Z745 0.91 
Total Members! Funds 90,895 7210 1,143,586 67.51 1.327,615 69.89 1,526,152 72.35 1,718.270 72.11 1,781,146 70.77 
Total Liabilities 1,374.344 100 1,693.986 100 1.899.498 100 2,109,545 100 2.363,007 100 2,488.414 100 
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Table 8.1: Balance Sheet of the ILDB (Continued) 
1408 1409 1410 11411 1412 1413 
Assets Amount % Amount % Amount % Amount % Amount % Amount % 
Deposits with Banks & SAMA. 
Current Accounts 55,276 Z15 57,047 2.12 60,538 2.14 58,242 1.92 61,969 1.93 57,065 1.68 
Call Accounts 197,147 7.68 104,835 3.90 35.573 1.26 46.602 1.54 35.308 1.10 39.050 1.15 
Deposit Accounts 772.328 30.01 $84,294 32.89 790.609 27.95 693.767 22.92 692,352 21.58 752,948 22.12 
Total Deposit wfthBanks & SAMA 1,024,751 39.81 1,048,178 38.91 888.718 31.34 798,611 26.38 789, M 24.61 849,063 24.95 
Other Investments: 
Deposit for Investment 291,027 11.31 303.369 11.28 486,412 17.19 OW, 720 22.89 $49.658 26.48 857.928 25.21 
Managed Investment NA NA NA NA NA NA 
Specific Deposit with IDB Unit IF NA NA NA NA 68.658 2.14 68,648 2.02 
Investment In Lease Participation P NA NA NA NA NA NA 
Investment in Murabaha & Other F NA NA NA NA 17,436 0.54 30,540 0.90 
Investin I. C. for Ins. of Inv. & Exp. C. NA NA NA NA NA NA 
Total Other Investment 291,027 11.31 303,369 11.28 488,412 17.19 688.720 22.89 935,762 29.16 957.118 28.12 
Invest In Special & Trust Funds. 
Longer-term Trade Financing Sch. NA 75.000 7-79 76,000 2.65 75,000 2.48 75,000 2.34 75.000 2.20 
IBP for Investment & Dev. 19,300 0.75 19,300 0.72 19,300 0.68 19,300 0.64 19,479 0.61 19,655 0.58 
IDB Unit Investment Fund NA NA 5Z902 1.87 53.068 1.75 17,466 0.54 5.111 0.15 
Total Investment in S &T Funds 19,300 0.75 94,300 3.51 147,202 5.20 147,368 4.87 111.945 3.49 99.768 2.93 
Ordinary Operations: 
Leasing 179,851 8.99 M717 6.42 112,610 3.98 114,798 3.79 104,058 3.24 99,282 2.92 
Instalment Sale Financing 44,760 1.74 77,520 288 1 Oe. 941 3.78 183,346 6.06 217.117 6.77 308,044 9.05 
Loans 253,534 9.85 265,911 9.89 298.013 10.53 305,371 10.09 329,394 10.27 338,041 9.93 
Participation in Equity Capital 89,6w 3.48 84,233 3.13 76,809 2.72 74,054 2.45 78,478 2.45 79,620 2.34 
Profit Sharing & Shares in Sub. C. NA NA NA NA NA NA 
Sub- total 567,775 2706 6W, 381 22.33 594,373 21.01 677,569 2239 729,047 22 72 824,967 24.24 
Less: Operations Risks Provision NA NA NA NA NA NA 
Total of Ordinary Operations 567,775 22.06 600,381 22.33 594.373 21.01 677,569 22.39 729,047 22.72 824,967 24.24 
Foreigh Trade Financing (ITFO) 618,106 24.01 590,055 21.95 644,346 22.78 829,104 20.78 642,871 16.92 523,917 15.39 
Total Operations 1,185.881 48.07 1.190,436 44.28 1.238,719 43.79 1,306,673 43.17 1,271,918 39.84 1,348,884 39.64 
Other Assets: 
Accrued Income & Miscellaneous 25,180 0.98 26,445 0.98 40,754 1.44 47.206 1.56 39,098 1.22 48,813 1.38 
Property & Equipment 27,759 1.08 27.979 1.04 29,224 1.03 40,220 1.33 60,290 1.88 101,814 2.99 
Total of Other Assets SZ919 208 64,424 202 89,978 2.47 87,426 2.89 99,388 3.10 148,427 4.36 
Total Assets 2,573,878 100 2.688.705 100 Z829,029 100 3,028,798 100 3,208,632 100 3.403,256 100 
Liabilities, Mem. s! Fund & Other Res.: 
Deffered Inc.. Ace. & Other Liabilities 54,552 2.12 6Z218 2.31 88,407 3.12 119,588 3.95 115,252 3.59 159,897 4.70 
investment Deposit Scheme 75.461 2.93 67,054 2.49 57,814 2.04 67,999 2.25 55.049 1.72 67,270 1.98 
Specific Dep. from IDB UIF NA NA NA NA 07,176 2.09 68,122 2.00 
Special Assistance Accounts 627,566 24.38 677,451 25.20 728,168 25.74 288,292 9.52 293,407 9.14 263,887 7.75 
Special Acc. for Least Dev. Countries NA NA NA NA NA 14,405 0.42 
Special Reserve NA NA NA 484,134 15.99 515,258 16.06 530,222 15.76 
Sub-total 757,579 29.43 808,723 30.00 874,189 30.90 960,013 31.72 1,046.142 32.60 11,11og, = 32.61 
Members! Funds: 
Paid-up Capital 1,623.826 63.09 1,644.683 61.17 1,682,313 58.78 1,892.568 55.92 1,698,173 52.93 1,758,175 51.68 
Capital Reserve 16,637 0.65 16,637 0.82 18.637 0.59 10,637 0.55 21,580 0.87 23,879 0.70 
General Reserve 141,384 5.49 173,243 e. 44 213,669 7.55 275,479 9.10 363,851 11.34 437,084 12.84 
Retained Earnings 34,452 1.34 47,419 1.70 6Z221 7-20 eziol 7-71 78.888 2.48 74,315 Z18 
Total MembeW Funds 1.818,299 70-57 1,881,982 70.00 1,954,840 69.10 2,068,785 e8.28 2,182,490 67.40 Z293,453 87.39 
Total Liabilities Z573,878 100 2,688,705 100 2,829,029 100 3,026,798 100 3.2W632 100 3,403,258 100 
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Table 8.1: Balance Sheet of the IDB (Concluded) 
1414 1415 1416 1417 
Assets Amount % Amount % Amount % Amount % Mean STD Max Min 
Deposits with Banks & SAMA: 
Current Accounts 59,911 1.67 78,860 2.03 52.341 1.32 72,318 1.71 
Call Accounts 68,003 1.90 65,059 1.72 39,722 11.00 28,070 0.68 
Deposit Accounts 529,768 14.80 586.425 15.46 458,253 11.55 423,402 10.03 
Total Deposit withBanks & SAMA 657.682 18.37 728,344 19.21 550,316 13.87 524,390 12.42 706.578 210,742 1,048,176 304.333 
Other Investments: 
Deposit for Investment 950.798 28.56 1,007,230 26.50 1,29ZI77 3Z56 1.338, M 31.71 
Managed Investment 209,901 5.86 223,619 5.90 248, M 8.27 268,982 6.37 
Specific Deposit with IDB Unit IF 113,069 3.16 182,249 4.81 143,998 3.63 163,387 3.87 
Investment in Lease Participation P NA NA 8.168 0.21 8,076 0.19 
Investment in Murabaha & Other F 32,372 0.90 30.430 0.80 58,614 1.48 55.047 1.30 
Investin I. C. for Ins. of Inv. & Exp. C. NA 50,000 1.32 50,000 1.26 50,000 1.18 
Total Other Investment 1.306,140 36.49 1,493.528 39.38 1,801,810 45.40 1,884,401 4462 701,634 OW. 765 1,884,401 1,665 
Invest in Special & Trust Funds: 
Longer-term Trade Financing Sch. 75, ODO Z10 75, ODO 1.98 75,000 1.89 75,000 1.78 
IBP for Investment & Dev. 25,121 0.70 25,121 0.66 25,121 0.63 45,023 1.07 
IDB Unit Investment Fund NA 0.00 Z872 0.08 3,884 0.10 10,493 0.25 
Total Investment In S &T Funds 100,121 2.80 102,993 Z72 104.005 2.62 130,516 3.09 97,253 42,350 147,368 1Z272 
Ordinary Operations: 
Leasing 89,147 2.49 80,232 Z12 116.421 Z93 17Z783 4.09 
Instalment Sale Financing 34U39 9.61 314.127 8.28 344,001 8.67 321,242 7. el 
Loans 347,990 9.72 381,378 9.53 381,124 9.60 425,673 10.08 
Participation in Equity Capital 81,715 Z28 84.536 2.23 83.509 Z10 100.110 2.37 
Profit Sharing & Shares in Sub. C. NA NA NA NA 
Sub- total M791 24.10 840.273 22.16 925,055 23.31 1.019,808 24.15 
Less: Operations Risks Provision 5,000 0.14 12.000 0.32 19,750 0.50 27,500 0.65 
Total of Ordinary Operations 857,791 23.96 828,273 21.84 W5,305 22.81 992.308 23.50 496,628 293,502 992,308 6,129 
Foreigh Trade Financing (ITFQ) 519.720 14.52 493.142 13.00 458,522 11.55 540,206 12.79 
Total Operations 1,377,511 38.48 1.321,415 34.84 1.363,827 34.37 1,532.514 36.29 993,865 450,020 1,532,514 12,090 
Other Assets: 
Accrued Income & Miscellaneous 26.906 0.75 38,77 Q. 97 4Z881 1.08 46,310 1.10 
property & Equipment 111,220 3.11 109,24ý ;. 88 105,753 2.66 104,828 2.48 
Total of Other Assets 138,128 3.86 146,021 185 148,634 3.75 151.138 3.58 73,837 43,104 151,138 8.589 
Total Assets 3,579,580 100 3,792,301 100 3,968,592 100 4.222. M 100 2,256.118 1.168,973 4,222,959 312,923 
Liabilities, Merns! Fund & Other Res.: 
Deffered Inc., Ace. & Other Liabilities 164.959 5.17 175,875 4.64 116Z234 4.09 187,883 4.45 
investment Deposit Scheme 69,500 1.94 51,254 1.35 51,153 1.29 48,734 1.15 
Specific Dep. from IDB UIF 110.861 3.10 166.961 4.40 142.279 3.59 165,209 3.91 
Special Assistance Accounts 246,497 6.89 256,825 8.77 220,211 5.55 196,328 4.65 
Special Acc. for Least Dev. Countries 19,154 0.54 27.656 0.73 37,379 0.94 45,249 1.07 
Special Reserve 548,091 15.31 577,854 15.24 6OZ162 15.17 8M, 672 14.77 
Sul>-tDtal 1,179.062 U94 1,256,425 33.13 1,215.416 30.83 1,267,075 30.00 666, W3 411.884 1,267,075 29,097 
MembeW Funds: 
Paid-up Capital 1,805,409 50.44 1,882,463 49.64 2,016,948 50.82 2,134,049 50.53 
Capdal Reserve 26,267 0.73 26,267 0.69 28,267 0.66 26.267 0.62 
General Reserve 509.256 14.23 560,562 14.78 650.793 16.40 727.193 17.22 
Retained Earnings 59.586 1.66 66,584 1.76 59,166 1.49 68,375 1.62 
Total Members' Funds Z400,518 67.06 2.535,876 66.87 Z753,174 69-37 2,955,884 70.00 1,589.255 780.895 2, M, 864 283,826 
Total Uabilities 3,579,580 100 3.79Z301 100 3.968.592 100 4,222,959 100 2,256,118 1.168,973 4,222,959 312,923 
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The year 1411H (1991) is considered a crucial year in the history of the operations of the 
IDB because of the Gulf crisis; new policies were set up and applied during that year, (see 
Chapter7). The deposits with banks and SAMA became lower (26.4 percent) but the deposit for 
investment (which is still considered liquid funds) increased (22.7 percent). Both constitute 
around 49 percent, that is nearly one-half of the assets of the Bank were liquid. By the year 
1417H (1997) this fund dropped substantially (12.4 percent) as the Bank took steps to gradually 
replace its fixed deposits in conventional banks with investments compatible with Shari'ah. The 
average of total deposits with banks and SAMA is ID 706.578 million, the standard deviation is 
ID 210.742 million, and the range is ID 304.333-1,046.176 million. All of these figures reflect 
a very high liquidity of the Bank. 
8.3.1.2 Other Investments 
These include: Deposit for Investmene, Managed Investment, Specific Deposit with IDB 
unit Investment Fund' and Investment in Murabaha and Other Funds, Investment in Lease 
Participation PooW, and finally the Investment in Islamic Corporation for the Insurance of 
Investment and Export Credit. 
The total of other investments shows that, as the deposits with banks and SAMA 
decreased, it increased to reach around 44.6 percent during 1417H(I 997). Table 8.1 and Figure 
8.1 show this trend very clearly. The average oftotal other investments is ID 701.634 million and 
the range is ID 1.685 - 1,884.401 million. The average is very high and the range is very wide. 
These figures also show that a large proportion of the Bank's investment is in bonds, securities, 
placed with banks (Islamic and foreign) or used for trade transaction; but, not for project 
financing. 
8.3.1.3 Investment in Special and Trust Funds 
The IDB was planning when it introduced the idea of resource mobilisation not to rely 
upon its share capital alone for financing. So it introduced some special and trust funds such as 
the longer-term trade financing scheme, the Islamic Bank's portfolio for investment and 
development, and the IDB unit investment fund. But unfortunately this does not constitute a high 
percentage or share of the Banks' investment as the Bank had planned; it has bordered the range 
of 2-5 percent. Figure 8.1 shows the trend of this kind of investment and how nominal it is. The 
average is ID 97.253 million, and the range is ID 12.27ý - 147.368 million. 
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8.3.1.4 Ordinary Operations 
Looking at the investment in projects or at the operations of the Bank shows greater 
reliance on the investment in foreign trade financing than any other investment operation. 
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5000 
-S)OO 
U, 
oo 
-c I- 
9)00 
:3 
0 
E)OO 
0 
Deposits with Banks& SAMA a Liquid Assets Other Investments 
--W- Investment inSpecial and TrusWundbperational Assets a Total Investment 
Other Assets a Total Assets 
Figure 8.1: Assets of the IDB 
The total investment in operations by the IDB started at a very low level in the first four 
years of operations; it then increased. By 1412H (1992) this investment started to decrease, not 
in the amount but in the percentage of total assets. Such a decrease was bound to have a serious 
effect on the income of the Bank in future years since it represented an erosion of its earning base, 
(Figure 8.1 shows this trend). The investment in the operations of the Bank from 1414H (1994) 
started to decline as other investments begin to increase, (Figure 8.1 shows this clearly also). The 
average ofthe total operations is ID 993.865 million, the standard deviation is ID 450.020 million 
and the range is ID 12.090 - 1,532.514 million. These figures, with both other investments and 
total deposits with banks and SAMA show low levels of investment on the average. This is 
considered a dangerous sign for the Bank since its main goal is supposedly to encourage 
investment, finance development projects and to alleviate poverty, rather than to keep its assets 
in fixed deposits, bonds and securities. Looking at the trend of investment in Figure 8.1 might 
297 
139613971398139914001401140214031404140514061407140814091410141114121413141414l514161417 
Years 
urge the Bank to put more concentration on project financing to accelerate development and 
accomplish the development goals it has set itself 
Total investment is increasing steadily especially after 1413H (1993) asFigure 8.1 shows. 
But, this investment should be in project financing and increased private investment specially in 
middle and small-sized enterprises, as both Chapter 7 and the strategic agenda ofthe Bank would 
indicate. 
8.3.1.5 Other Assets' 
These constitute about 2-4 percent of the total assets during the history of the Bank. 
8.3.2 The Liability Side 
The financial resources of the Islamic Development Bank form the liability side of the 
balance sheet statement. They are generated mainly through two main avenues; the ordinary 
capital resources and resources' mobilisation. Another source also is the proceeds from the 
Bank's liquid funds which is allocated to special assistance accounts, a special account for least 
developed countries, and a special reserve. Table 8.1 shows these resources since the inception 
of the Bank up to the end of 1417H(1997). 
The Islamic Development Bank capital includes the paid-up capital of member countries 
plus the capital reservO and general reserve". There is also an account called special reserve" 
but it is not included in IDB capital, rather, it is considered part of the IDB Special Accounts. 
The authorised capital of the IDB was two thousand million Islamic Dinars" divided into 
200,000 shares when the IDB started its operation in 1396H (1976). At the end of 1417H 
(1997), IDBs authorised capital was ID 6 billion, issued capital was ID 4 billion, and the paid-up 
capital amounted to ID 2.1 billion. 
Ordinary capital resources consist of members' funds" and receipts from its investment 
deposit scheme. The funds accruing to the investment deposits scheme are intended to 
supplement the Bank's own resources and are utilised for the foreign trade financing operations 
of the Bank. 
The trend analysis ofthe Bank's resources show (see Table 8.1 and Figure 8.2) that capital 
resources are the main source of income; while retained earnings form a nominal percentage each 
year. Retained earnings are transferred to general reserve at the end of each year. When the 
Bank started operations its paid-up capital was 91 percent of total liability, it decreased to a level 
of around 64 percent during 1403H (1983). After 1986 it started to decrease every year till it 
reached the level of around 50 percent during 1415-1417H (1995-1997). 
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Retained earrungs fluctuate up and down and generally comprise a very low percentage 
of total liabilities. Figure 8.2 shows this trend very clearly. 
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Figure 8.2: Liabilities of the IDB 
The second main revenue resource is through resource mobilisations. The Bank 
supplements its ordinary financial resources by raising funds through different schemes and 
financial instruments developed in conformity with the pnnciples of Shari'ah; these comprise the 
IDB Unit Investment Fund", the Islamic Banks' Portfolio for Investment and Development, and 
the Longer-term Trade Financing Scheme". 
The Bank also has special accounts in the form of special assistance accounts, special 
account for least developed countries, and special reserves 16 . The net proceeds derived from 
liquid funds belonging to these accounts has increased every year and comprises around 20-22 
percent of the Bank resources. The special account for least developed countries started in 
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1413H (1993) and it has very noýninal proceeds in the range of one percent only. 
8.4 Analysis of the Income Statement of The EDB 
The first year the Bank prepared an income statement was during 1398H (1978). Since 
the bank was still in its initial stage, expenditures had exceeded income by ID 2.186 million. 
Twenty percent of the expenses of the years 1396H (1976) and 1397H (1997) had been 
amortised. The net proceeds of deposits with banks and SAMA were not included in the income 
statement, rather, they appeared only in some special accounts (Special Reserve and Special 
Assistance Accounts) in the balance sheet in accordance with the decision of the Board of 
Executive Directors. 
Total income or gross income includes the following: income from deposit for investment, 
foreign trade financing, investment in Islamic bank' portfolio, investment in longer-term trade 
financing scheme, leasing, lease participation pools, instalment sale financing, service fees for 
loans and technical assistance, other sources, sale of equity investments, participation in equity 
capital, Mudarib fees from trust fund., and profit on disinvestment of leasing and instalment sale. 
The income statement of the IDB (Table 8.2) shows the following: the income generated 
from the operations of the Bank show that the main source of the Banks' income is generated 
from foreign trade financing. It is in the range of sixty percent of the Banks' total income and 
during 1401H (1981) it reached 83 percent of total income. Looking at the trend of the income 
sources through the 22 years of operations (see Figure 8.3) shows that foreign trade financing has 
been the main source of income until the introduction of deposits for investment during 1403H 
(1983). The Bank started to allocate more deposits for investment from 1405H (1985) onwards. 
During 1410H (1990), the incomes from both trade financing and deposits for investment were 
almost equal at around 32 percent of total income, but deposits for investment has now become 
the prime source of income for the IDB (more than 40 percent ofthe total income), during 1416H 
(1996) it was 53 percent and during 1417H (1997) it was 50 percent. The increase in the income 
from deposits for investment since 1411H (1991) was attributed to the major policy change 
adopted by the IDB, in the management of liquid funds relating to the placement of ordinary liquid 
funds in conformity with Shari'ah. It is done through placement in one of the other investment 
schemes of the IDB or trade financing schemes instead of depositing a liquid fund at conventional 
banks and SAMA and receiving interest. Such transactions are non-interest-bearing and earn 
income solely on the basis of the actual results of the transaction involved. Arrangements have 
been made by the IDB for this purpose with a number of international and member-country banks. 
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The trend of both of these accounts is shown very clearly in Figure 8.4; as the income from 
deposits for investment increased then the income from the foreign trade financing scheme 
decreased dramatically. 
Another major source of income is also generated from leasing especially during the years 
1408-1414H (1988-1994). In 1415H (1995) the income from instalment sale financing started 
to increase whilst income from leasing started to decline, (see Figure 8.3 and Table 8.2). 
Income Sources of the IDB 
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Figure 8.3: Income Sources of the I1DB 
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The fourth major source of income for the Bank is service fees for loans and technical 
assistance, specially during the first few years ofoperations, before the introduction ofleasing, 
instalment sale, or deposits for investment. Its highest contribution to income was during 
1398H (1978) when it represented 37 percent of total income. During 1414H (1994) there 
was a loss and less than one percent income came from this source during 1415H (1995). In 
1416H (1996) it increased again and reaching 7 percent during 1417H (1997). 
The income from participation in equity is in the range of 2-6 percent, a relatively low 
contribution. The income generated from the investment in Islamic banks' portfolio is very 
nominal. The Bank included income from investment in its longer-term trade financing scheme 
in 1416H (1996) only in ordinary capital resources, this amounted to about 4 percent of total 
income. Lease participation pools are considered a new investment method introduced only 
in the last two years, 1416 and 1417H (1996 and 1997), these are generating very low 
income, around one percent only. (These nominal sources funds are not shown in Figure 8.3). 
The income generated from Mudarib fees from trust funds has normally been around one 
percent oftotal income, but this increased to 2 percent during 1416H (1996), and to 3 percent 
during 1417H (1997). 
From 1410H (1990), the I1DB generated income from the sale of some projects. The 
income or profit on disinvestment of leasing and instalment sale financing projects fluctuates 
significantly and increases or decreases according to the sale volume of the projects. 
Very little income is generated from Profit-Sharing and the Bank has not been 
involved in such investments recently; this might indicate that the high risk involved in this 
investment is preventing the Bank from utilising this mode of finance even though it is 
supposed to be one of the main characteristics of an Islamic development bank. 
Gross income is the total income generated from the operations and investment of the 
Bank. The Bank also considers the total income as not just this gross income but in addition 
the income or return from fixed deposits. This income or return on investment" is shown for 
each year in Table 8.3. The highest return on fixed deposits" was during 1402H (1982) and 
14 1 OH (1990) when it was ID 74 million, the lowest was during 1414H (1994) when it was 
ID24 million. This decrease in the return from fixed deposits has resulted for several reasons, 
for example, the bond-unfriendly environment in the international market, overall reduction 
in interest rates in the international market, the overall reduction in interest rates in the SDR 
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constituent currencies basket, and in addition adverse exchange rates against the SDF, (IDB 
Annual Report, 1417 (1996-97), p 176). 
Dep. for Investment & Foreign Trade F. 
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Years 
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Figure 8.4: Comparison between Deposit for Investment and Foreign Trade 
Financing 
Total expenses include employee cost and other administrative expenses (both are 
considered administrative expenses in the income statement), depreciation of property, and 
provision against operations fisks. 
The IDB has, as a continuous policy since the year 1403H (1983), been making 
provision for the decrease in the value of its equity investments. These provisions (taken from 
IDB profits) have been made in view ofthe difficulties encountered by some of the enterprises 
in which the IDB holds its equity investments. These difficulties stemmed from the 
unfavourable economic situation, the recession and the depreciation of national currencies 
against major currencies that have had a direct negative impact on the performance of these 
enterprises. Total provision for decrease in the value of equity investment up to 1417H 
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aggregates to ID 72 million after taking into account write-offs totalling ID 24 million against 
aggregate equity investments which totalled 172 million at the end of 1417H. In addition, a 
general provision of ID 27.5 million against operations risks has been set aside up to the end 
of 1417H (1997), which includes a sum of ID 7.8 million charged to ordinary income for the 
year, (ibid, p 181). 
At the same time allocation to provision for decrease in the value of equity 
investments of the Bank increased the expenses of the Bank. During 1405H (1985) the 
provisions increased from ID 10 million to ID 15 million each yearthen in 1408H (1988) were 
reduced and in some years (1412H and 1413H) there were no allocations to provisions. 
The item provisions for doubtful accounts shows very clearly the magnitude of the 
problems with participation in equity capital. It shows that provisions have been rising from 
ID 10 million in 1403H (1983) and 1404H (1984) to about ID 15 million during 1405- 1407H 
(1985-1987) leading to a decrease in net profit in these years. In 1408H (1988) provisions 
started to decrease to ID 12 million annually, falling to zero during 1412H (1992) and 1413H 
(1993). This decrease between 1408H-1412H(1988-1992) was attributable to a decrease in 
participation in equity capital. Also, provisions for depreciation on fixed assets increase total 
expenses. 
Administrative expenses increase or decrease according to the favourable or 
unfavourable exchange rate of the Islamic Dinar against the US Dollar, the currency in which 
a substantial part of the administrative expenses is incurred. (see Figure 8.5) 
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A decrease in gross income or a decline in net profit is attributed to a reduction in 
bank operations specially foreign trade financing. The decrease in the income of foreign trade 
financing operations sometimes is due to reduction in the value of money compared to other 
currencies (as in 1987). 
Figure 8.6 shows very clearly the trend of total income, total expenses and net profit. 
Total income and net profit follow the same trend all through except that in the first few years 
of operation the difference between them was narrow wHst in the last years of operation the 
difference has started to widen. Total expenses have variable trends and fluctuate for different 
reasons according to the composition of expenses. 
Expences of the IDB 
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Figure 8.5: Expenses of the IDB 
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Figure 8.6: Total Income, Expenses, and Net Prorit 
Table 8.2 also shows the main accounts of the income statement of the IDB in terms 
of the behaviour of different statistical moments, the expected mean value, the standard 
deviation, and the range. According to Kariisa-Kasa and Murinde "the statistical moment for 
the accounts is based on the premise that a prudent bank will strive to maintain a stable 
financial return or benefit while minimising risks in a portfolio analysis sense. Suchbehaviour 
would be reflected by statistics which show that the bank is operating around the mean, with 
low standard deviation", (Karilsa-Kasa and Murinde, 1996, p 13). 
The mean of the total income from investment or ordinary operations of the Bank is 
ID 64.598 million and the standard deviation is ID 35.333 million (which is very high) while 
the minimum is very low (ID 2.973 million) and the maximum is very high (ID 109.244 
million). All of this indicates the erratic behaviour of income from ordinary operations 
financed by the Bank and the investment of the Bank. Comparing this with the East African 
Development Bank (EADB) (see Appendix 11) investments (the mean income from 
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investments is SDR17 11.569 million, the standard deviation is SDR 13.308 million, and the 
range is SDR 3.990-55.060 million) show that whilst IDB income from investment is higher 
than that for the EADB, the standard deviation is much greater for the IDB and the range is 
much wider. All of these figures show the erratic behaviour of income from the projects 
financed by the Bank. Since the ordinary operation income is the mainstay of Bank income 
then it has to be kept within reasonable limits so the management of the Bank can generate 
a meaningful budgeted figure for planning purposes. Also, this income is the main indicator 
of the Banks' efficiency. Looking at each component of the income of the Bank shows that 
in the last few years the main stream of Bank income was generated from deposit for 
investment (while before the main stream was from foreign trade financing) which is not a 
very positive sign of development. Rather, a large proportion of the total income of the IDB 
should come from project financing. Similarly, the Bank should maintain its investment 
income within a reasonable band so that it can generate a meaningful budget figure for 
planning purposes. If the Bank is growing on a steady basis, the maximum income should be 
the last years' figures and the minimum should be the income from the first years of operation; 
this is not the case. For example, foreign trade financing income shows a maximum during 
1406H (1986), leasing the highest during 1401H (1990), instalment sale income was during 
1415H (1995) and so on. 
Looking at the expenses of the Bank in Table 8.2 shows the following: the mean is 
ID 18.226 million, the standard deviation is ID 7.056 million, and the range is ID 5.018- 
30.921 million. Administrative expenses in general are close to the mean except the first few 
years of operation (from its inception to 1403H) and the last years of operation during 1417H 
(1997) with a high standard deviation. Comparing this to the EADB (the mean is SDR 1.63 8 
million, the standard deviation is SDR 322 million, and the range is SDR 967-2.028 million) 
shows that the IDB figures are higher than those for EADB but looking at Figure 8.6, 
indicates that the administrative expenses are fluctuating substantially and apparently are not 
predictable. 
Concerning depreciation of property and equipment of the IDB, the mean is ID 1.231 
million, the standard deviation is ID 796 million, and the range is H) 140-3.280 million. The 
mean of depreciation of property and equipment of the EADB is SDR 255 million, the 
standard deviation is SDR 39 million, and the range is SDR 161-306 million. The IIDB range 
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for depreciation is wide, but the depreciation of property and equipment is close to the mean 
except in a few years. The mean expenses of provision against operations risks of the IDB 
are ID 9.462 million, the standard deviation is ID 3.879 million and the range is ID 0-15 
million,, while the EADB provision mean is SDR 3.270 million, the standard deviation is SDR 
2.599 million and the range is SDR 1.146-9.783 million. So, both depreciation of property 
and equipment and provisions against operations risks are close to the mean and the standard 
deviation is low. All of this show that these accounts can be budgeted for within reasonable 
limits. 
Total expenses and provision seems to have been close to the mean most of the years 
of operation with few exceptions, (this is clear in Figure 8.5). 
The mean and standard deviation of net profit show wide deviations and these figures 
cannot be helpful for reliable budgeting and planning purposes. In some years losses were 
incurred; the maximum profit is ID 82.101 million while the minimum is ID (2.185) million, 
the mean is ID38.991 million and the standard deviation is ID 27.744 million. The Bank is 
facing a problem of low income and the trend in Figure 8.6 shows this very clearly. 
Comparing this to the EADB (the mean is SDR 475 million, the standard deviation is SDR 
1.971 million, and the range is SDR-5.749-2.323 million) figures show that the IDB is in a 
better position concerning net profit, but the range of IDB profit is very wide and the standard 
deviation is huge. 
8.5 Financial Analysis and Financial Evaluations 
Financial ratios are used as tools for financial analysis in most organisations. Here to 
be able to evaluate the IDB financial performance some ratios are going to be used to give a 
better picture about IIDB performance than using the absolute values and figures which were 
used in the previous section. Before computing these ratios, the components of the accounts 
which are used for calculating these ratios are outlined in Table 8.4 and 8.5 under the title of 
financial information from the balance sheet and financial information from the income 
statement. The component of each account is explained below as definitions vary from those 
others employed in relation to the typical commercial banks. 
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8.5.1 Some Definitions 
Deposits with Banks and SAMA are the liquid funds which are deposited with foreign 
banks and generate income or return from fixed deposits (call and time deposit). 
Liguid Assets are those that reflect the IDB liquidity. They include Deposits with 
Banks and SAMA (call and time deposits in the assets side), Deposits for Investment, and 
Investment Portfolio (Managed Investment). 
Other Investments include: Deposit for Investment, Managed Investment, Specific 
Deposit with IDB Unit Investment Fund, Investment in Lease Participation Pool, Investment 
in Murahahah and other Funds, and Investment in Islamic Corporation for the Insurance of 
Investment and Exports Credit. 
Investment in Special and Trust funds include: Longer-term Trade Financing Scheme, 
Islamic Banks' Portfolio for Investment and Development, and IDB Unit Investment Fund. 
Operational Assets include: Leasing, Instalment Sale Financing, Loans, Participation 
in Equity Capital, Profit-Sharing and Shares in Subsidiary Companies, and Foreign Trade 
Financing less Operations Risk Provisions. 
Total Investments include: other investment, investment in special and trust funds, 
and operational assets of the Bank. It excludes deposits with banks and SAMA because it is 
liquid asset and getting return on it and the other assets because it is mainly a fixed asset. 
Other assets include: accrued income and miscellaneous and property and equipment. 
Total assets include total deposits with Banks and SAMA, other investments, 
Investment in special and trust funds, operations of the Bank, and other assets. 
Net assets include: total assets less deferred income, accruals, and other liabilities. 
OrdinM capital resources include: members' funds (paid-up capital, capital reserve, 
general reserve, and retained earnings) and receipts from its investment deposit scheme. 
Special assistance and special reserves include: the special assistance account, the 
special account for the least developed countries and the special reserve in the liability side 
of the balance sheet. 
The paid-up capital is the member's share which is paid by the members' countries. 
While the capital includes the paid-up capital, the capital reserve and the general reserve. 
Retained earnings are the net profit of the first year transferred to retained earning the 
following year. 
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Total resources include: deferred income, accruals and other liabilities, investment 
deposit schemes, specific deposit from IIDB unit investment fund, special account, special 
reserves, and members' funds. 
Ordina[y resources income or gross income or income from projects (operating 
income) include: income from deposits for investment, foreign trade financing, leasing, 
instalment sale, service fees, participation in equity capital, profit on sale of assets, investment 
in longer-term trade financing scheme, and others. 
Total income includes the ordinary resources income and the return (interest) from the 
fixed deposits (saving) with foreign banks and SAMA. 
Income or return from fixed deposits is the return on call and time deposit accounts. 
Total income includes both ordinary resources income and return from fixed deposit. 
Net income or net profit is the total or gross income (ordinary resources income) 
su tracting from it total expenses. 
Administrative expenses include employee costs and other costs. It is excluded from 
provision against operations risks and depreciation of property and equipment. Total 
expenses include all the preceding expenses. 
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8.5.2 Financial Ratios 
To calculate the financial ratios of the lIDB a distinction has to be made between 
operating income return which is the income from ordinary operations and the total income 
which includes in addition the return on call and time deposits. This distinction is necessary 
to give a real picture ofthe operations ofthe I]DB and its efficiency. For this reason each ratio 
is calculated on both bases to see the difference between the real activity of the Bank and its 
project financing return and the return on the fixed deposit which is not considered an 
appropriate investment for an Islamic development bank, (see Table 8.6 and Figure 8.7). 
Looking at the ratio of ordinary resources income or operating income to total assets, 
(OYROTA) shows a very small return when compared to the ratio of total income to total 
assets or return on total assets (ROTA). For example during 13 99H (1979) OYROTA 
(Operating Income Return/Total Assets) is 1.2 percent while the ROTA (Total Income/Total 
Assets) is 11.2 percent. The reason behind this high percentage of ROTA is that the 10313 was 
depositing its capital with SAMA and other foreign banks and getting a good return on these 
deposits. Total income includes in this case the income from the ordinary operations and the 
interest or return from the deposits with banks and SAMA. It shows also that most of its 
capital was idle and not used for project financing. It indicates that the IDB is giving 
development funds as a subsidy or grant to developing countries and this is ninimising the 
return of the Bank; it is also symptomatic that the Bank might be very conservative in 
financing developing projects. The result is the low return in the context of OYROTA. 
Starting 1410/1411 H (1990/199 1) when deposits for investment in Islamic banks increased 
dramatically and total deposits with SAMA and other foreign banks started to decrease 
accordingly, the difference in these ratios became smaller, for example (see Table 8.6 and 
Figure 8.7), in 1411 H (199 1) the difference was 3.6 percent to 5.7 p ercent and in 1414H 
(1994) it was 2.6 percent to 3.3 percent; by 1417H (1997) it was 2.6 percent to 3.6 percent. 
The I1DB investment in ordinary operations is relatively small if it is compared to total assets. 
This means that the Bank should strive to increase project financing to enhance development 
and to have a higher average return. 
The overall return on total assets is decreasing in percentage terms but it is increasing 
in terms of the income received. This decrease is due to the increase in total assets with a 
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very small increase in total income (or on occasions falling that increase) while total assets are 
increasing. In 1399H (1979) ROTA was 11.2 percent, it fell to 3.3 percent during 1414H 
(1994), but rose slightly to 3.6 percent during 1417H (1997). The IDB considers this 
percentage is comparable to the average 3.8 percent per annum yield on the 12-month SDR- 
composite LIBOR for the same year, (IDB Annual Report, 1417H (1996-97), p 180). 
Operating Income Return on Total Assets (OYROTA) or Return on Total Assets 
(ROTA) measures the overall financial performance of the development bank and indicates 
efficiency. As such, this ratio shows poor overall financial performance and suggests that the 
IDB is not using its assets appropriately with the return only nominal, especially in the case 
ofOYROTA. This latter return fell to as little as 0.5 percent in 1398H (1978), with the best 
retumduringl4l IH (1991) when it was 3.6 percent. Ifthese ratios are compared to the East 
Aftican Development Bank (EADB) ratios they show a relatively poor performance. As 
Murinde considers the EADB poor in its performance this makes the IDB performance even 
more lacking. For the IDB the OYROTA range is 0.5 - 3.6 percent, the mean is 2.5 percent 
and the standard deviation is 0.7 percent while the EADB range is 2.9 - 11.68 percent, the 
mean is 6.08 percent and the standard deviation is 4.06 percent. However a comparison of 
the Return on Total Assets (ROTA) ofthe IO[)B with the ROTA of EADB shows a closeness 
in performance, both are considered poor performers. 
The operating income returns to investment (here investment includes the deposits for 
investment in accordance to Shari'ah, the investment in the trust funds, and operational assets 
ofthe Bank only) show a better performance than the operating income returns on total assets 
because investment is narrowed down to real investment and excludes the deposits with Banks 
and SAMA and fixed assets. Each component of this investment and the income (return on 
that asset) generated from that asset is shown in Table 8.3; this indicates that the rate of 
return (ROR) on deposit with Banks and SAMA is high, but with a wide range between 3.6 - 
16.7 percent. 
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Figure 8.7: Trend on Return 
The range of the ROR on deposit for investment is between 0.4 - 7.1 percent. This 
return is the mainstream of Bank income but it is still generating low income returns. The 
ROR of foreign trade financing, the second major source of income, is also low, ranging 
between 2.9 - 6.6 percent with a mean around 4.4 percent. Leasing, again a high income 
source, has an average ROR of 5.6 percent, ranging between 0.3 - 14.1 percent, and with a 
high standard deviation of 3.6 percent. Instalment sale financing has fluctuating income, its 
ROR ranging between 1.9 - 6.6 percent. Generally, Participation in equity has the lowest 
ROR. 
All ofthese RORs ofthe different component ofthe investments ofthe IDB show very 
erratic behaviour and unpredictable and uncertain RORs. Again, all reflect a poor financial 
performance. 
The ratio of Ordinary Resources Income or Operating Income to Operational Assets 
(OYROOA) shows a better return than Operating Income to Total Assets (OYROTA) or 
Operating Income to Investment (OYROI) because it narrows down the dominator to the 
Operational Assets only. The best return from the operations was during 1411 H and 1412H 
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(1991 and 1992) when it was 8.3 percent in both years. By 1413H (1993) this ratio started 
to decline. It went up again during 1415H (1995) to 7.7 percent dropping back in the last two 
years to around 7.0 percent (see Table 8.6 and Figure 8.7). The IDB is generating higher 
return from its operations than on total assets or investment, implying that more investment 
avenues need to be investigated and more projects have to be enhanced and financed by the 
IDB. This would suggest a more pro-active policy towards projects supported by the IDB, 
creating and financing projects that are consistent with the overall national development 
strategies. 
Net Return on Total Assets (NROTA) shows less return than operating income to 
total assets (OYROTA), with a mean of 1.4 percent, a standard deviation of 0.7 percent, 
within the range of 0.1 -2.7 percent. The same applies to the Net Return on Investment 
(NROI), Net Return on Operational Assets (NROOA) and the Net Return on Net Assets 
(NRONA). All ofthese low ratios indicate the under utilisation of the assets of the IDB, (see 
Table 8.6 and Figure 8.8). The best ofthese returns comes from the net return on operational 
assets (NROOA) because it narrows down and limits the investment ofthe Bank to operations 
only, but it is still a very low return. 
Again comparing the NRONA of the IDB (mean is 1.5 percent, standard deviation is 
0.7 percent, range is 0.1 - 3.0 percent) with the RONA of the EADB (mean is 6.23 percent, 
standard deviation is 4.13 percent, and a range of 2.92-11.71 percent) shows that the IDB 
performance is relatively poor. Net return on capital employed (NROCE) and net return on 
equity (NROE) show also very low efficiency and both take the same trend, (see Figure 8.9 
and Table 8.6). The return on capital employed (ROCEY' is an indicator about how 
efficiently long-term funds are being utilised. For the IIDB it shows low efficiency; sometimes 
it is even less than one percent, the best return was during 141 1H (1991) when it was 4.8 
percent. 
Net returns on equity (NROE) show a very low return for the members' funds. The 
mean is 2.1 percent, the standard deviation is 1.0 percent, and the range is 0.24.0 percent. 
Comparing these with EADB ratios (mean is 3.48 percent, the standard deviation is 4.24 
percent, and the range is -12.05 - 9.98 percent) implies that the IIDB is not an income 
generating bank rather it is more concerned about development and not about high return or 
profitability. 
The main source of IDB capital is its paid-up capital or members' funds; there is no 
loan, no subsidy, and no efficient resource mobilisation. The soundness ofthe IDB, measured 
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by the capital to assets or members' funds to total assets, gives a mean of 72.7 percent, a 
standard deviation of 8.8 percent, with a range of 64.9 - 91.9 percent, (see Table 8.6 and 
Figure 8.10) 
Trend on Net Return 
Years 
Net Return on Total Assets(NROTAp Net Return on lnvestment(NROI) 
Net Return on Operational Assets(NIK)CDW Return on Not Assets(NROR k) 
Figure 8.8: Trend on Net Return 
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Figure 8.9: Net Return on Capital Employed and Equity 
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Figure 8.10 : Soundness of the IDB 
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Comparing liquid assets to total assets (LATA) in the balance sheet (see Table 8.1 and 
8.6) shows that when the Bank started its operation almost 97.3 percent of total assets were 
liquid; this is acceptable for a bank Just initiated but to have more than 50 percent of the 
assets liquid over the rest of the operational years, (see Table 8.6 and Figure 8.11 ) shows that 
the Bank has failed to make use of Islamic modes of financing. The mean of LATA is 54.3 
percent, the standard deviation is 15.2 percent, and the range is 35.5-97.3 percent which is 
very high. High liquidity in any organisation is typically an indicator of poor management, 
high opportunity cost, a very conservative system, bureaucracy, and low efficiency. 
Liquidity of the IDB 
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Figure 8.11: Liquidity of the IDB 
The Bank has to look for more projects to enhance development in the developing 
countries and to participate in more projects for those who need social development projects. 
It also has to be flexible in financing the development projects and not be so rigid and 
bureaucratic. More technical advice by the Bank would help the developing countries design 
324 
139513961397139813991400 140114021403140414051406140714081409141014111412141314141415 14161417 
Years 
more effective projects for financing. This way the Bank can guarantee the greater soundness 
of the projects. 
Special assistance and special reserves to total resources (STR) also show a high 
percentage. The return or net proceeds accruing from the Bank's deposits in foreign banks 
are placed with special accounts and it is considered a source of income to be used for special 
operations. The STR has a mean of 27.0 percent, a standard deviation of 7.8 percent, and a 
range of 17.5-41.7 percent, (see Table 8.6 and Figure 8.12). The trend ofthis special account 
shows erratic behaviour. It should have the same trend as the return on liquid assets but this 
is not the case. Neither is there any explanation for this erratic behaviour. 
The rates of ordinary capital resources to total resources (OCRTR) shows that the 
IIDB is depending mainly on its ordinary capital resources to finance the ordinary operations 
especially during the first few years of operations; after declining to 68.2% by 1995 then 
increased again to about 70.6 percent and 71.2 percent respectively of the Bank's total 
financial resources (see also Table 8.6 and Figure 8.12) in 1996 and 1997. 
Total expenses to total income (TEM) was high when the Bank started its 
operations as is to be expected in the establishment process; it then dropped to around 12 
percent but by 1403H (1983) this ratio jumped to 24.5 percent. Total expenses were high 
during this year due party to the provision the Bank started to allocate against the decrease 
in the value of equity investment of the Bank, and total income dropped during this year for 
several reasons including the high allocation of the IDB capital to investment deposit scheme 
which led to a decrease in the amount available for foreign trade financing operations and 
increased the liquid funds which were not used for any project financing. From 1406H (1986) 
this percentage started to decline until it reached around 15.1 percent during 141 1H (1991)21. 
TExTY has a mean of 31.3 percent, a high standard deviation of 33.3 percent and a wide 
range of 11.4-166.7 percent. 
Total income includes both gross income plus the return from the proceeds with 
foreign banks. To be more accurate about the ratio of expenses to income another ratio has 
been calculated which is total expense to ordinary resources income (TExORY). For the first 
few years there were no differences, the same outcome was generated. However, from 
1400H (1980) the difference between these two ratios is enormous. Looking at the statistic 
ofboth shows the following: TExTY has a mean of 31.3 percent, a standard deviation of 33.3 
percent, and a range of 11.4-166.7 percent; while MORY has a mean of 51.7 percent, a 
standard deviation of 31.5 percent, and a range of 24.1-166.7 percent, (see Table 8.6 and 
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Figure 8.13). This shows that the operational income should be increased by supporting and 
financing more projects to have a better utilisation of assets to increase the operational 
income. 
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Figure 8.12: Resources of the IDB 
To be more accurate for planning purposes the administrative expenses to total income 
(AdExTY) and administrative expenses to ordinary resources income (AdExORY) are 
calculated. AdExTY has a mean of 25.5 percent, a standard deviation of 34.6 percent and 
a range of 10.2-166.7 percent; while AdExORY has a mean of 39.7 percent, a standard 
deviation of 31.5 percent, and a range of 21.3-166.7 percent. Comparing this to EADB 
statistics (a mean of 30.9 percent, a standard deviationof 11.56percent, and arangeof 13.83- 
60.10 percent) shows that the AdExTY mean is less but if we consider AdExORY there is a 
higher mean which indicates less income from operations. The standard deviation in both 
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cases is very high and the range wide. Total expenses to total assets is within the range of one 
percent throughout the history of the Bank, (see Table 8.6 and Figure 8.13). 
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Figure 8.13: Expenses of the IDB 
Provisions to total income (PTY) and provisions to income from projects (PYP) are 
calculated to show the Bank provisions against risk. PTY has a mean of 6.7 percent, a 
standard deviation of 4.4 percent and a range of 0.0-13.6 percent; compared to EADB 
statistics (a mean of 24.47 percent, a standard deviation of 21.18 percent, and a range of NA- 
99.22 percent) the IDB provision is far less than that for the EADB which indicating that the 
IDB is more stable and less risk is involved in its projects. PYP has a mean of 13.6 percent, 
a standard deviation of 11.1 percent and a range of 0.0-3 8.5 percent; compared to EADB 
statistics (a mean of 0.25 percent, a standard deviation of 0.22 percent and a range of NA- 
1.02 percent) this represents high provisions (see Table 8.6 and Figure 8.14), affecting the net 
income of IDB. 
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Figure 8.14: Provisions of the IDB 
8.5.2.1 General Comments on the Financial Ratios 
Looking at the financial ratios in Table 8.6 in general show a very poor performance 
by the IDB in terms of efficiency and profitability. The various measures of efficiency indicate 
adverse results. The operating income returns on total assets (OYROTA), operating income 
return on investment (OYROI), operating income return on operational assets (OYROOA), 
return on total assets (ROTA), net returns on total assets (NROTA), net returns on 
investment (NROI), net returns on operational assets (NROOA), and net returns on net assets 
(NRONA), all are extremely low for the whole period indicating a very weak overall financial 
performance. The mean for all of these ratios which are reported in Table 8.6, show under 
utilisation of assets. As Murinde suggests in his model the "desired position would have been 
for management to increase the earning capacity to at least 12 percent which the bank is 
charging for its loans", (Murinde, 1996, p 15). In the case of the IDB since it is not charging 
any interest it would use LIBOR as an indicator. LIBOR is changing from year to year but 
the Bank earning capacity is generally less than that for LIBOR. 
The net retums on capital employed (NROCE) and the net retums on equity (NROE) 
are also very low for the whole period with a mean of 2.5 percent and 2.1 percent respectively 
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(see Table 8.6). This low NROCE and NROE are unlikely to attract investors or to help in 
resource mobilisation because investors would be far better off investing their capital 
elsewhere. Moreover, the Bank needs to attract more projects for financing if it wants to 
expand its activities. 
The bank is depending in financing on its own capital and it is not involved in any debt 
operations complaining that it has to pay interest on loans. The answer to this could be that 
it should get more loans from Islamic banks where it would not pay interestjust to have better 
leverage. 
The high provision to income from projects (PYP) suggests that the bank's portfolio 
(investment in projects) is not performing well. The minimum value of this ratio is zero 
because there were no provision allocations for some years but the maximum is 3 8.5 percent, 
the mean is 13.6 and the standard deviation is 11.1 percent. As the provision against 
operations risks gets higher, it means that the Bank is involved more and more in high risk 
projects and to protect itself it should allocate high provision against risk. 
The liquid asset to total assets (LATA) and return on liquid assets (ROLA) is very low 
indicating under utilisation of its assets with the Banks' capital idle and the chance for the 
opportunity cost is high. 
The IIDB needs better management, more flexibility, enhancing more projects for 
development and utilising its capital in more Islamic financing modes. 
8.6 The Economic Development Function 
The second function to be considered in evaluating IDB performance is its economic 
development function. Since the main business of a development bank is project financing, 
then, unless the projects which they assist are successful, it will not have succeeded in its main 
objective. It is argued that the ability to repay the loan cannot be used as a sole criterion for 
the success of development banking. For a development bank to have a positive economic 
development function, it must get involved right from the beginning through identification, 
promotion and financing of business opportunities. So, the soundness of the proposed 
projects for financing is the main indicator of the development function, (Kariisa-Kasa and 
Murinde, 1995, p 16). Also, the development bank may promote projects in accordance with 
overall national development policies. It is worth noticing also that in LDCs few viable 
projects are presented to development banks in a proper form, (Kariisa-Kasa and Murinde, 
1995, p 16). 
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The steps the development bank has to follow for evaluating project proposals are: 
first, opportunity identification and project development. For example, it needs to identify a 
number of opportunities and choose those which it thinks are the best in terms of profitability, 
economic feasibility and easy implementability. Second, identify the personnel who are going 
to manage the enterprise. The entrepreneurs' ability, integrity and commitment have to be 
identified; the quality of management for project proposals is very important. If the project 
lacks managerial qualities then it will be plagued by problems even if it appears that they are 
profitable. This shows that the development banks should have the mechanism and criteria 
which will facilitate their judgement. Also, they should have a system which will give early 
warning signals once the project starts; and enable the development bank to intervene as soon 
as trouble is detected. Baum and Stokes observed that there is a need for a close relationship 
between the borrowers and development banks so that guidance and financial discipline can 
be provided when needed, (Baum and Stokes, 1985 in Kariisa-Kasa and Murinde, 1995, p 17). 
The methods of project financing the IDB is using (such as equity participation and 
profit sharing) will help the Bank to apply this close relationship. The economic development 
function of the IDB can be measured by a number of indicators. 
The sectoral distribution of ordinary operations ofthe IDB can be used to indicate the 
role the IDB is playing to accelerate development and in which sectors in the member 
countries. The patterns of sectoral financing through the history ofthe IIDB reflect the Bank's 
increasing concentration on reducing poverty, developing human resources, increasing and 
developing industrialisation and agriculture, financing infrastructure projects, and management 
of natural resources. 
Table 8.7 and Figure 8.15 shows the trend and the concentration of the IDB financing 
for the different sectors in the member countries. This can be used as an indicator of the role 
the Bank is playing for developing different sectors in the member countries, and as such is 
a tool for measuring the development function of the IDB. 
The sectoral distribution of IDB is greatly influenced by the economic conditions of 
recipient member countries. Nevertheless, the Bank endeavours to set priorities which 
enhance the developmental impact of its financing, (IIDB Annual Report, 1409H (1988- 
87), p55). 
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Figure 8.15: Sectoral Distribution of Ordinary Operations of the IDB 
Table 8.7 shows the sectoral approvals of project financing and technical assistance 
operations of the IDB. The table shows that the share of different sectors demonstrates 
considerable fluctuation from year to year. In general this table shows that (from 1396-1406H 
corresponds to 1976-1986) industry and mining were the largest recipients of 1DB allocation 
of approved project financing. The highest allocation for industry and mining 
was during 140 1H (198 1) when it reached 52.5 percent and the lowest was during 1412H 
(1992) when it was 2.6 percent of total sectoral allocation. 
The reason for the high share of financing to industry and mining activities is that a 
good number of member countries of the IDB are making efforts to industrialise believing that 
industrialisation is the key for development. The concept of development and the process of 
industrialisation have often been treated as synonymous. The dominant criterion for 
development has been the rise in per-capita incomes brought about largely by industrialisation, 
(Gillis et al, 1992, p556). However, despite all of this effort, only a few member countries 
331 
Years 14 1o 
have already achieved self-sufficiency in food production, (ibid, 1406H (1985-86), p65). 
Since 1412H (1992) there has been a sharp decline in financing industry and mining 
projects. This decline is due to a more restricted use of equity financing and to certain 
specific requirements of IDB (eg, condition of guarantees for leasing and instalment sale of 
operations) which appear to limit the attractiveness of the Bank's financing particularly for 
the private sector, (ibid, 1414H (1993-94), p87). The decline in industrial projects reflects 
a continuing trend of greater emphasis on agro-industrial projects and a desire to shift more 
resources to agriculture, (ibid, 1413H (1992-93), p6l). 
Since 1412H (1992) fewer approvals were allocated for industry and mining and more 
were allocated to infrastructure projects (transport & communication and public utilities). 
The highest allocation for transport and communication was during 1398H (1978) when it 
reached 58.9 percent oftotal sectoral distribution, and the public utilities were highest during 
1397H (1977) when it reached 47.4 percent. The development of infrastructures in IDB 
member countries is vital in order to stimulate the flow of investments., especially from the 
private sector, and to make these investments more productive. From 1396H (1976) to 
1417H (1997), 39 percent of IDB project assistance went to infrastructure projects 
(transportation & communication and public utilities). This sector will continue to be given 
priority by the IDB, (ibid, 1412H (I 991-92), p3 3). 
Since agriculture plays a donfinant role in the economies of most member countries 
the Bank started in 1405H (1985) to provide maximum emphasis on the agricultural 
development of the least developed countries and made special efforts during this year 
specially to identify and finance larger numbers of projects in the agriculture sector. 
"Agriculture is the only sector that produces food. Humankind can survive without steel or 
coal or electric power, but not without food. For most manufactured products, in fact, there 
are substitutes, but there is no substitute for food. Either food must be produced within a 
country or it must be imported", (Gillis et al, 1992, p488). Also, the agricultural sector in a 
country at an early development stage employs more people than all other industries and 
sectors put together. Most ofthe total work force is in agriculture in many ofthe poor LDCs, 
(ibid, p487). 
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The amount allocated to this sector was ID 116,480 million which is equivalent to 
43.5 percent during 1405H (1985), the highest to be allocated to this sector during the history 
of the Bank. Due to a shift of emphasis to agriculture, the share of this sector in project 
financing almost tripled during 1405H (1985) compared to 1404H (1984), increasing from 
14 percent in 1404H (1984) to 43.5 percent in 1405H (1985). Such a shift toward 
agriculture provided assistance toward attaining food security and improving the balance of 
payments position of the member countries, (IDB Annual Report, 1405H (1984-85), pp60- 
62). The most important sector for IDB member countries is agriculture, with the main focus 
on food security enhancement, but unfortunately the allocation for this sector fluctuates 
through the years, (see Table 8.7). 
A number of significant changes in sectoral allocations are apparent between 1412H 
(1992) and 1413H (1993). The most prominent is the increase from zero to more than 9 
percent in the "othere' sector. This is entirely due to equity participation in Islamic banks, 
reflecting a conscious desire by the Board to direct equity investments primarily into Islamic 
financial institutions till detailed programs are developed for equity investments in other 
sectors. 
All in all, looking at the total ofthe sectoral distribution (see Table 8.7) shows that the 
highest allocation in terms of amount allocated is in the industrial sector at ID 928.87 million 
(around 23.4 percent), then public utilities around ID 823.27 million (2 1.1 percent), followed 
by transportation and Communication around ID 718.34 million (18.4 percent) with 
agriculture around ID 714.51 million (18.3 percent). The least allocation was for "others" 
which accounts for only 2.5 percent. The total of the allocated amount to all sectors is ID 
3,905.33 million for 791 projects. The trends of these sectors is shown in Figure 8.15. 
Second: to assess the overall performance of member countries four indicators are 
used: economic growth rates, balance of trade, balance of current accounts position, and 
external debt, (ibid, 1416H (1995-96), p29). These are examined from 1407-1417H (1987- 
1997) when data became generally available. 
Economic growth is a necessary condition for improving the living standards of large 
numbers ofpeople, but it is not sufficient. It is necessary because if there is no growth, people 
can be made better off only by taking income and assets from others. So, economic growth 
allows all people to become better off without making anyone worse off. It is not sufficient 
because it can lead to increased wealth only for the few. 
IfGDP is examined it is found that during the period 1407-1417H (1087-1997), GDP 
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grew by an average annual rate of 3.8 percent in the high income I[DB member countries, 3.6 
percent in the middle income IDB member countries and 3.3 percent in the low income IIDB 
member countries, as compared with 4.9 percent in developing countries. GDP growth rates 
in IDB member countries since 1409H (1989) have been consistently higher than GDP growth 
rates ofthe seven major industrial countries, the other industrialised countries, and the world 
in general. However, GDP growth rates of all IDB member countries have been lower than 
those of all developing countries since 141 IR (1991), (see Table 8.8A). 
The trade balance of IDB member countries has been fluctuating widely, and most of 
the time there has been a decrease or deficit in trade balances, especially in middle and low 
income member countries. They continue to suffer from large balance of trade deficits and 
heavy external debt burdens. Unless these problems are effectively tackled, they will damage 
the prospects for economic growth and development of IDB member countries in the future, 
(ibid, 1413H (1992-93), p33), (see Table 8.8B). 
Trends in the current account balance ofIDB member countries have been equally and 
in some cases even more, negative, (see Table 8.8Q. During the period 1410-1417H (1990- 
1997), the high income, middle income, and low income IDB member countries all registered 
deficits in their current account balances. The deficit in the current account balance of the 
high income member countries contrasts with their huge balance of trade surplus. Equally, 
the current account deficit of the middle income countries has been slightly higher than their 
trade deficit. On the other hand, the current account deficits of the low income IDB member 
countries have been less than their trade deficit. In sum, these figures suggest that IDB 
member countries have to pay attention not only to their merchandise trade, but also to other 
components of their current accounts (trade in service, income transfers, and unrequited 
transfers) if they are to maintain a healthy current account balance, (ibid, 1416H (1995-96), 
p30). 
The external debt of IDB member countries has been increasing for some time (see 
Table 8.8 D). But, the problem these members are facing is the debt burden whic is 
measured by debt-service ratio. This ratio gives an indication ofthe burden these developing 
countries are facing in serving their external debts. The debt-service ratio (which is the 
payment of principal plus interest on debt as a percentage of the exports of goods and 
services) ofthe high income IIDB member countries has remained low but has been increasing, 
while for the middle income countries it has remained more than 30 since 1412H (1992) 
which means they are above sustainable levels. Regarding the low income IDB member 
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countries, their debt-service ratio has been on the decrease. This has been mainly due to debt 
relief and debt reduction measures within the framework of the Paris club. While these efforts 
have provided some relief, the debt burden of low income IDB member countries is still too 
high to ensure accelerated economic growth (ibid, pp3 0-3 1). 
Table 8.8E Shows that the debt-service ratios of IDB member countries have been 
consistently higher than the debt-service ratios of all developing countries. They also show 
that the debt-service ratios have been lowest for high income member countries and highest 
for middle income member countries. 
Since 1412H (1992) the least Developed IDB member countries have been spending 
more than one-third of their export earnings in servicing their external debts. This clearly 
leaves little for the import of consumer, intermediate, and capital goods required for the 
welfare of citizens and to finance development projects, (ibid, 1414H (1993-94), p36). 
IDB member countries have, in recent years, been recording moderate growth rates. 
However, they need to do more in order to bring their growth rates up to the average level 
for developing countries, especially those of the fast growing economies in East Asia. The 
main obstacles to achieving this objective are deficits in their trade in goods and services, not 
financial outflows, and heavy external debt burdens, (ibid, 1416H (1995-96), p36). It is here 
where the IDB should play a role in helping the member countries. 
For the 11DB member countries to bring their economic performance up to the average 
for developing countries, they must increase their growth rates significantly. In order to do 
this, they should continue with their economic reform programmes. In addition, the high 
income IDB member countries should pay particular attention to their current account 
balances. Middle and low income IDB member countries, for their part should endeavour to 
reduce, if not eliminate, the deficits in their trade and current account balances and decrease 
their external debt burdens, (ibid, p3 1). 
It is for these reasons that developments in the global economy relating to world trade, 
resources transfer to developing countries, and debt relief measures are likely to have a 
significant impact on the economic projects of IDB member countries, (ibid). 
However, the IDB and other developing countries should not count on high growth 
rates, expansion in world trade, or increase resources flows from the developed market 
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economies to stimulate their economic growth. The future economic growth ofIDB and other 
developing countries depends largely on internal reforms, especially increased domestic 
savings and investments and greater economic co-operation among themselves, (ibid, 1413H 
(1992-93), p33). 
These factors cannot be legitimately used in the evaluation of the IDB performance 
but have been discussed here to give some indication about the process and speed of 
development in the developing countries and the role the IIDB is playing to accelerate 
development. 
8.7 The Technology Development Function 
The third aspect of development banks' evaluation is the technology development 
function. LDCs lack the required technology to achieve higher levels of economic 
development. In addition, LDCs lack also the necessary domestic saving as well as the 
foreign exchange to facilitate technological development. As a consequence LDCs need to 
import intermediate inputs and to develop intermediate technologies. Development banks, 
then, they should act as technology development institutions. 
Development banks must have the technical capability to assess not only the suitability 
of a suggested technology but also the trends of technological development taking place in 
other economies. If the development bank does not have the required expertise, then it can, 
use consultancy firms. In addition, development banks should make conscious decisions in 
a wider policy fr amework. Some development banks have created engineering consulting 
subsidiaries to make sure that appropriate technological policies are supplied, (Kariisa-Kasa 
and Murinde, 1995, p 17). 
Generally the technology development function can be measured by considering the 
following: 
1) The trade-offs between imported and domestically produced technology, between 
capital and labour intensive technology, and between new investment, maintenance, 
and operating costs. 
2) The interdependence between choice of technology and administrative and 
institutional feasibility. 
3) The way the choices of users, as well as environmental concerns, influence technical 
design. 
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4) The impact, intended and otherwise, of the policies of governments and of aid 
agencies on technical design. 
5) The role of economic and financial analysis in elucidating the choice of technology. 
6) The opportunities that the choice of technology provides for developing local 
resources and capabilities. 
7) The need for better information to guide the decision making process, (Baum and 
Tolbert, - 1985, p396). 
For the IDB, the technology development function is indicated by: 
1) The Technical Assistance in the operations of the IDB. 
2) The activities of Islamic Research and Training Institute. 
3) Merit scholarship programmes for the member countries. (see section 7.12.6 p. 274) 
4) Scholarship programmes. (see section 7.12.4 p. 273) 
5) Programmes for Technical co-operation among IDB member countries. (see section 
7.12.2 p. 272) 
Table 8.9 shows technical assistance for member countries through the history of the 
IDB. Looking through the years of operation less than one percent of the approved amount 
for the operations of the IDB was allocated to technical assistance, (see Table 7.4 in Chapter 
7) indicating that the IIDB is not giving sufficient attention to technical assistance. Figure 8.16 
shows the trend of the financing of technical assistance to approved projects. The average 
of technical assistance spending is around ID 4.02 million. 
The other indicator used here to assess the technology development function in the 
IDB is the activities of the Islamic Research and Training Institute (IRTI). Training and 
research can be the base of technology development. IRTI was established by the Board of 
Executive Directors of the Bank in 140 1H (198 1) but it started operations in 1403H (1983). 
The purpose of the Institute is to undertake research for enabling the economic, financial and 
banking activities in Muslim countries to conform to Shari"ah. IRTI also extends training 
facilities to personnel engaged in economic development activities in the Bank's member 
countries. The technical activities of IRTI concentrate on three main areas: Research, 
Training, and Information. IRTI is also active in publications too. Table 8.9 shows the 
amount spent by IRTI every year since the start of its operation till 1417H (1997). Thetrend 
of the activities of IRTI was increasing every year except during 1408H (1988), 1413H 
(1993), and 1416H (1996), (see Table 8.9 and Figure 8.16). The total amount spent by IRTI 
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up to 1417H (1997) was ID 61.19 million with an annual mean of ID 4.08 million. 
Table 8.9: Technical Assistance and Islamic Research and Training Institute (IRTI) 
Description 1396 1337 1398 1309 1400 1401 1402 1403 1404 1406 1406 1407 
Technical Assistance NA 0.84 0.82 1.37 3.38 6.9 4A4 GA2 3.01 6A7 2.06 4A 
IRTI Spending KA NA NA NA NA NA NA 2.21 2.34 2.96 2.92 3.56 
Table 8.9: (Continued) 
Description 1408 1409 1410 1411 114112 1413 14114 1415 1416 1417 Total Mean 
Technical Assistance 3.33 4.67 SA9 0.91 4.54 6.16 6.34 2.04 1.89 5.65 77.23 27.63 
IRTI Spending 3.3 3.7 3.81 3.83 4.65 4.43 6.64 6.74 6.17 6.9 61.15 22.36 
Technical Assistance WRTI 
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Figure 8.16: Technical Assistance and Islamic Research and Training Institute 
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8.8 The Social Development Function 
How can the social welfare be measured at a natural level? Some think the poverty 
approach which measures the purchasing power in the hands of the poor is a good indicator. 
But income is not a good measure of the welfare of people, rather, a social indicator is 
required. Recently, economists have focused upon whether basic human needs are being 
satisfied as an indication of social welfare. Lists of basic human needs vary, but some 
indicators which canbeused are health, education, clothing, shelter, minimal level ofnutrition, 
and opportunities for individual freedom and advancement. Some of these, at least, can be 
measured, (Gillis et al, 1992, p79). 
There are also some indirect methods can be used to measure this social development 
function such as: percentage of increased employment, percentage of number of projects 
implemented, percentage of number of schools opened , percentage on number of 
hospitals, 
percentage of numbers of graduates, and increase in the growth rate, (Sadeq et al, ed, Iqbal, 
1991, pl25). Other methods are such as: purchasing power parity, the infant mortality rate, 
nutritive consumption, and adult literacy. The World Bank periodically publishes data on such 
social indicators obtained from various sources, (Gillis et al, 1992, p79). Other indicators 
also are the calorie supply per head, life expectancy at birth, number of hospital beds per 
thousand persons, number of doctors per thousand persons, literacy rates, schools enrolment 
ratios, availability oftransport facilities, electricity and recreation facilities, protection against 
extreme weather conditions, percentage of population deserving Zakah, etc, (Sadeq et al, ed, 
Jqbal, 1991, p 125). But, social indicators are hard to combine into an overall measure of a 
nation's social development, because it is a qualitative method. 
For the IDB, finance for the social services sector used as an indicator of social 
development. Social development and human resource development has become a priority 
area for the IIDB. The social services sector (this sector was excluded from the explanation 
of Table 8.7 when the development function was discussed because it relates to the social 
function more than to development function) had an increase in project approvals and sectoral 
allocation from 1403H (1983) but, starting 1406H (1986), allocations fluctuated from year 
to year, in some years it gets more allocation than other sectors, for example during 1412H 
(1992) allocations were around 38.5 percent of sectoral approvals. This increase reflects the 
high priority the Bank is giving to the social sector, specially to human resources 
development. Social services sectors include health, education, and welfare of mankind. 
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During 1412H (1992), a significant proportion of the Bank's financing (38.5 percent) was 
directed toward improving human resources primarily through loan financing of health and 
education projects. Keeping in view the concern for poverty alleviation, most of these 
operations were for the benefit of the rural population in member countries, such as projects 
for health centres to increase access to health care for the rural population and improve 
sanitary conditions, (IDB Annual Report, 1412H (1991-92), p67). Financing for social sector 
projects (education and health) received about 16.0 percent ofthe total IDB assistance during 
the period of 1396H (1976) - 1417H (1997). The average of the social service the IDB is 
financing is ID 29.667 million, (see Table 8.7). 
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Notes 
1) This issue has been discussed in more detail by M. Fahim Khan in his article "Cost of 
Capital for An Islamic Finn: Case of Islamic Development Bank". 
2) The investments in percentage terms were: 97.25 percent, 90.36 percent, 79.34 
percent, 64.64 percent, and 53.81 percent respectively. 
3) Deposits for Investment it started operation during 1403H (1983) and comprises the 
following: deposits with Islamic banks (low percentage) and deposits with 
commercial banks (higher percentage). Actually, the bank maintains deposits for 
investment with some Islamic banks where the Bank shares in the profit or loss for the 
period of the deposits at the time ofmaturity ofthe deposits. While, the deposits with 
commercial banks are utilised in purchase and sale of commodities. Trading is 
conducted by commercial banks on behalf of IDB. The discretion of the commercial 
banks over buying and selling is limited by the terms of the agreement between the 
IDB and the commercial banks. The commercial banks guarantee liability of the third 
parties in respect of all transaction, (1DB Annual Report, 1417H (1996-97), p 199). 
This fund and deposit with banks and SAMA are considered the liquid funds of the 
Bank. Both constitute more than 50 percent of the Banks' capital which shows that 
liquidity is still high even though all of the other investments are taking place. This 
might not show a healthy position for a development bank to have such high liquidity. 
4) Managed Investments started operation during 1414H (1994) the Bank placed funds 
during 1414H (1994) from special assistance accounts resources with external 
portfolio managers. The portfolios are operated by investing in international bonds 
and security markets according to the guidelines laid down in agreements between the 
Bank and portfolio managers, (IDB Annual Report, 1417H (1996-97), p200). It has 
to be noticed that investing in bonds and security markets puts a question mark at this 
kind of investment, is it really compatible to Shari'ah? 
5) Specific Deposit with IDB Unit Investment Fund and Investment in Murabaha and 
Other Fund started operation during 1412H (1992); both comprise around 3-5 
percent of the assets of the Bank, which is considered a nominal percentage. The 
Bank manages these funds as a Mudarib and charges a management fee equal to 10 
percent of the net income of the fund. 
6) Investment in Lease Participation Pool started during 1416H (1996), it shares in the 
asset of the Bank by less than one percent. 
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7) Islamic Corporation for the Insurance of Investment and Export Credit (the 
Corporation) started in 1415H(1995). It was established as a subsidiary corporation 
of the Bank as an international institution with full judicial personality. Its share is 
around one percent of the asset of the Bank. This kind of investment is still 
questionable, is it really compatible to Shari'ah? 
8) Other Assets include accrued income, miscellaneous, and property and equipment. 
9) Capital reserve comprises the estimated value of land and cost ofthe Bank's buildings 
donated by the Government of the Kingdom of Saudi Arabia and SR 50 million 
equivalent to ID 9.6 million received as contribution from the Kingdom of Saudi 
Arabia in connection with the construction ofthe permanent Head Quarters Building, 
(IDB Annual Report, 141711, p 210). 
10) General Reserve comprises the retained earning from the income statement at the end 
of each year. In accordance with the resolution adopted by the Board of Governors 
at its 5th Annual Meeting held in 1401H (1981), the sum of 10,238,959 Islamic 
Dinars, representing the balance on the profit and loss account as at the end of 1400H 
(November 1980) was transferred to the General Reserve, (IDB Annual Report, 
1401H(1980-81), p88). Since that year the retained earning of the previous year has 
to be added to General Reserve of the preceding year which shows the accumulated 
increase every year. By the year 1417H (1997), the General Reserve amounted to ID 
727j, 193 million which represent about 17 percent of total members' funds. Also, it 
has to be noticed that in accordance with section I of Article 42 of the Articles of 
Agreement, no part of the Bank's net income of surplus can be distributed until the 
general reserve of the Bank has attained 25 percent of the subscribed capital, (IDB 
Annual Report, 1417H (1996-97), p210). 
Special Reserve: At the 4th Annual Meeting of the Board of Governors held in 
1400H (March 1980), the Board of Governors approved the allocation of 50 percent 
of the aggregate sum of proceeds form funds placed with banks operating in the 
international financial markets as at I st Muharram 1400H (November 20,1979) to the 
Special Reserve and the remaining 50 percent to the Special Assistance Account, 
(IIDB Annual Report, 1401H (1980-81), p88). Since then similar allocations were 
approved for subsequent years in accordance to this decision. The Special Reserve in 
the first year of allocation (1400H) was ID 90,535 million, then it was increasing in 
the range of 12-16 percent of the total resources of the Bank. By the end of 1417H 
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it reached ID 623,672 million which comprise about 15 percent of total resources. 
12) The unit of Account adopted by the Bank is the Islamic Dinar (ID), which is 
equivalent to one special Drawing Right (SDR) of the International Monetary Fund. 
Since January 1,198 1, the SDR basket of currencies for the purpose of valuation 
comprises the US Dollar, the Deutschemark, the pound sterling, the French France 
and the Japanese Yen, (IDB Annual Report, 1405H (1984-85), p169). 
13) Members' funds involve the paid-up capital, capital reserve, general reserve, and 
retained earnings. 
14) The IDB Unit Investment Fund (the Fund) is a trust fund established under Article 23 
of the Articles of Agreement of the Bank. The purpose of the Fund is to participate 
in the economic development of the members' countries through the pooling of the 
savings of institutions and individual investors, and to invest these savings in 
producing projects in the members' countries. This fund started to have resources for 
the Bank since 1412H (1992) with a very nominal contribution (in the range of 2-4.4 
percent). 
15) It has to be pointed out that the Islamic Banks' Portfolio for Investment and 
Development (IBP) and the Longer-term Trade Financing Scheme(LTTF) have their 
own distinct income statement and balance sheet. 
16) The special assistance account is formulated from the allocation of 50 percent of the 
net proceeds for the year from funds invested with financial institutions operating in 
the international financial markets. The first year this proceeds had been allocated to 
this Special Assistance Account was during 1400H (1980) when it stood at ID79.862 
million. 
17) Both the SDR ofthe EADB, and ID of IDB are equivalent to special Drawing Rights. 
18) Return on all the investments are taken from the income statement except the deposit 
with banks and SAMA. 
19) Return on deposits with Banks and SAMA (fixed deposits) is going to be calculated 
as follow: look at the notes on the financial statement in the appendices ofthe Annual 
Reports of each year, then go to the note about the special reserve, get the allocated 
income for the special reserve then multiply it by two because this special reserve is 
fifty percent of the return proceeds while the other fifty percent goes to special 
assistance account. For example in 1400H, the allocated income to special reserve 
33.75 million multiplied by 2= 67.5 approximately = 68 million and so on. 
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20) It has to be pointed that in Murinde's evaluation ratios, these returns are taken gross 
which means including interest because the capital employed include long-term loans; 
while the IDB does not use loans as a source of income rather it depends on its 
members' funds only for financing. In the same time according to Murinde it should 
be noted that the profitability of a development bank will depend on the profitability 
of financial projects, (Kariisa-Kasa and Murinde, 1995, p 15). The mean ofthis ROCE 
is 2.5 percent, the standard deviation is 1.4 percent, and the range is 0.2-4.8 percent. 
These statistical figures indicate that the capital of the IDB is not efficiently utilised 
also. 
21) The decrease in the total income of the Bank was attributed to several major factors 
such as: first, the Bank reduced the mark-up on import trade financing operations in 
the year 1412H (1992) from 8.5 percent to 7.5 percent, partly to bring them in line 
with the market rate and partly to stimulate the volume of trade among member 
countries. Second, for a variety of reasons, there was a modest contraction in the 
volume ofthese operations in 1414H (1994) as compared to the previous year. And, 
since a sizeable portion oftrade financing operation approved and disbursed in 1412H 
(1992) and 1413H (1993) it fell due in the fiscal year 1414H (1994), the impact of this 
reduction adversely affected the income of the Bank in the fiscal year 1414H (1994). 
Third, the downward trend of the income on liquid funds, which began in 1412H 
(1992) as a result of the general decline in the yield structure throughout the world 
stemming from the continuing recessionary trends in the leading world economies, 
further eroded the Bank's income during the year 1414H (1994). Fourth, the Bank 
began to implement the policy of non-accruing income on investments that are not 
being serviced within a given period of time. This further reduced income from the 
various modes of financing, (IDB Annual Report, 14141-L (1993 -1994), p 19 1). 
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Chapter 9 
Analysis of Survey Questionnaires of Islamic Development 
Bank 
9.1 Introduction 
To evaluate the performance of the IDB two types of questionnaires were designed, 
one for the operation department staff of the IDB and the other for the Governors 
representing the members' countries. Together this gives perspectives of both the demand 
side and supply side of IDBs activities. 
The number of staff in the operation department was 66 at the time this questionnaire 
was distributed. Only 39 answered the questionnaire; the rest refused even to read it. Our 
sample therefore represents fifty nine percent of the whole population. The number of 
Governors when the questionnaire was distributed was 44, only 21 of them replied after three 
reminders. Our sample represents forty eight percent of the whole population. It took two 
years to have answers returned from both the staff and the Governors. Both questionnaires 
were designed to provide comprehensive information to help the researcher to obtain a better 
analysis of 1DB performance. 
Part ofthe questionnaire analysis is included in the text ofthis chapter and the rest will 
be discussed and analysed in Appendices III and IV. 
9.2 Hypotheses of the Research 
The main hypotheses of the research include the following: 
1) Since the IDB is still in its infancy and there is no distinct theory for Islamic 
development banks to follow; then it does not exhibit efficiency in its financial 
activities. 
2) Since the main goal of the IDB is socio-economic development then the IDB is 
accelerating social and economic development in the developing members' countries. 
3) Since the IDB is considered an Islamic financial and developmental institution then it 
should be providing technological development for developing member countries. 
9.3 Analysis of the survey Questionnaires 
The previous chapter, concentrated on evaluating the performance of the IDB from 
the secondary (Annual Reports and IDB publications) sources of information. But to have 
a more realistic research analysis primary sources of information are really important. This 
primary information is supplied by the survey questionnaires. 
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Two types of questionnaires were designed to provide a better indication and clearer 
picture about the performance of the IDB from both the supplier of finance (represented in 
the staff of the operation department), and demanders of that finance (represented by the 
Governors of the members' countries). If we consider the performance of the IDB as a 
pyramid, one side of the pyramid will be the supply side (staff of the operation department), 
the other side will be the demand side (Governors of members' countries) and the third side 
of the pyramid is the financial analysis of the IDB performance depending on the secondary 
information (information from the Annual Reports). These three dimensions are shown in 
Figure 9.1: 
Supplier of Finance Demander of Finance 
IDB PERFORMANCE 
Financial Analysis 
Figure 9.1: Dimensions to Evaluate the IDB Performance 
This chapter will present a summary (which relate to the functions discussed in the 
previous chapter) of the questionnaire analysis' and the detail (the rest of the questionnaire) 
will be covered in Appendices III and IV. 
9.4 The Financial Function 
The financial function will be discussed from three perspectives: the supply side of 
finance, demand sides of finance, and via the financial analysis. 
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9.4.1 The First Side of the Pyramid: Suppliers of Finance 
a) The staff of the operation department were asked ifthey think the speed of operations 
in IDB is satisfactory or not? The majority (66.6%) think the operations speed is not 
satisfactory and 30.8% think it is satisfactory, and 2.6 did not respond. (see Table 9.1): 
Table 9.1: Operations Satisfaction 
Frequency Percent 
Valid . 00 26 66.7 1.00 12 30.8 
9.00 1 2.6 
Total 39 100.0 
Valid Cumulative 
Percent Percent 
66.7 66.7 
30.8 97.4 
2.6 100.0 
100.0 
Some of those who said it is not satisfactory (12.8%) think it is due to the strict 
requirements ofthe financing techniques being used, yet 41% said this was not the reason and 
15.4% did not respond, (see Table 9.2): 
Table 9.2: Requirements of Financing Techniques 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 16 41.0 41.0 41.0 1.00 5 12.8 12.8 53.8 
8.00 12 30.8 30.8 84.6 
9.00 6 15.4 15.4 100.0 
Total 39 100.0 100.0 
Those who said no (66.7% shown in Table 9.1) have different other reasons beside 
the strict requirements of the financing techniques being used (see Figure 9.2): 
1) 10.3% said projects are not well prepared which means weakness of the executive 
agency. 
2) 2.6% think the projects are not ready for implementation. 
3) 12.8% believe that the problem is the centralisation of decision making and the 
bureaucratic procedures. 
4) 15.4% think the staff quality and utilisation needs to be improved. 
5) 5.1 % think there is a lack of follow-up during the implementation stage. 
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6) 20.5% think the rules and the procedures are too hard and should be reorganised. 
8) 33.3% are not supposed to answer because 30.8% said the speed of operations in the 
IDB is satisfactory and 2.6% did not answer (see Table 1): 
33.33% 
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Figure 9.2: Reasons for Slow IDB Operations 
b) Can the speed of operations for financing projects be improved or not? The majority 
(84.6%) said yes they can be improved, 12.8% said no, and 2.6% said they do not know (see 
Table 9.3)-. 
Table 9.3: Improvement Speed of Operations 
Frequency Percent 
Valid . 00 
5 12.8 
1.00 33 84.6 
2.00 1 2.6 
Total 39 100.0 
Valid Cumulative 
Percent Percent 
12.8 12.8 
84.6 97.4 
2.6 100.0 
100.0 
Staff suggestions for improvement are as follows (see Figure 9.3): 
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1) 15.4% suggested selecting well-prepared projects by finalising every thing before 
committing funds for projects and making information available to help in the 
implementation of the projects. 
2) 12.8% suggested decentralisation of decision making to the level of the operation 
department. 
3) 2.6% liked to give priority to quality and efficiency. 
4) 10.3% suggested increasing the limit of financing as well as the staff and with more 
flexibility because rigidity and bureaucracy were making the approvals of the project 
slow. 
5) 28.2% suggested periodic reviews for the rules and procedures to speed approval of 
projects reorganisation for better approvals may even be necessary. 
6) 12.8% said the IDB should use a smaller number of forms to be prepared and signed 
by the IDB and simplify methods used in the implementation stage. 
5.1 % did not respond. 
513% 
12.82% 
28.21% 
Choice 
01.00 
[12.00 
M3.00 
04.00 
M5.00 
[: 16.00 
M8.00 
09.00 
. 56% 
Pies show percents 
Figure 9.3: Suggestions for Improvement Speed of Operations 
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C) Is the size of capital adequate to meet the demand for project financing and can IDB 
increase the size of its operations with the existing capital or not? The majority (71.8%) said 
the size of operation can be increased with the existing capital, 25.5% said no, and 2.6% said 
maybe (see Table 9.4): 
Table 9A Increase of the IDB Operations with the Existing Capital 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 
'00 
10 25.6 25.6 25.6 
1.00 28 71.8 71.8 97.4 
2.00 1 2.6 2.6 100.0 
Total 39 100.0 100.0 
It is also important to understand why the IDB has not been able to increase the 
operations if it can do so. The respondent reasons and explanations are as follows (see Figure 
9.4): 
25.64% 
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Figure 9.4: Reasons for Not Increasing the IDB Operations 
354 
in )r-aL -113% 
1) 
2) 
3) 
4) 
5) 
8) 
9) 
5.1% said it is the problem of implementation capacity. 
15.4% said the reason is the weakness of management, lack of initiative and 
confidence and control on the part of the Bank's staff 
10.3% said the reason is mobilisation of resources. 
20.5% think the conservative culture of the Bank is the reason and it is very strict in 
financing which means too cautious and bureaucratic. 
12.8% said the reason is a shortage of trained manpower. 
25.6% are not supposed to answer because they said no in the previous question. 
10.3% did not respond. 
All of these answers imply that it is mostly management and staff problems which are 
the reasons for limited operations. Management has to be more flexible and be more 
democratic and staff have to receive better training. 
d) Does the current size of operations relative to its capital compare favourably with the 
size of operations of other international development finance institutions relative to their 
capital. The majority (59.0%) said it is more favourable, 30.8% said it is not favourable, 5.1% 
said they do not know, and another 5.1 % did not respond (see Table 9.5): 
Table 9.5: Relation of Operations to Capital 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 12 30.8 30.8 30.8 1.00 23 59.0 59.0 89.7 
2.00 2 5.1 5.1 94.9 
9.00 2 5.1 5.1 100.0 
Total 39 100.0 100.0 
Those who said it is not favourable in the previous question indicated the following 
(see Figure 9.5): 
1) 2.6% think the operations can be expanded if there is more effort for project 
identification and project preparation. 
2) 2.6% said it is hard to compare. 
3) 12.8% think the Bank should expand its operation by 20-50%. 
4) 2.6% suggested the development of Shari'ah compatible resources to expand the 
operations. 
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5) 2.6% suggested using long-term projects. 
6) 7.7% said it should at least double. 
8) 61.5% are not supposed to answer because some said yes to the previous question and 
some said they do not know. 
7.7% did not respond. 
These answers indicate that operations expansion can be done with existing capital 
which indicates project identification and preparation is very important for expansion. 
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Figure 9.5: Expansion of Capital 
e) Do you think the economic performance (profitability) of the Bank compares 
favourably with other development banks? The majority (61.5%) said yes, 30.8% said no, 
5.1% said they do not know, and 2.6% did not respond (see Table 9.6): 
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Table 9.6: Economic Performance of the IDB 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 12 30.8 30.8 
30.8 
1.00 24 61.5 61.5 92.3 
2.00 2 5.1 5.1 97.4 
9.00 1 2.6 2.6 100.0 
Total 39 100.0 100.0 
Ofthose who said no (the economic performance does not compare favourably) to the 
previous question, 5.1 % of them think it is not a matter of concern, 28.2% think it is a matter 
of concern and the IDB should have an action plan to improve its economic performance and 
5.1 % said they do not know (see Table 9.7): 1 
Those who said it is not a matter of concern in the previous question believe that profitability 
(economic performance) is not the main objective for the IDB. Also they think there is more 
need for effective implementation of projects than too much concern about profitability. 
Table 9.7: Concern About Economic Performance of the IDB ' 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 
. 00 2 5.1 5.1 5.1 1.00 11 28.2 28.2 33.3 
8.00 24 61.5 61.5 94.9 
9.00 2 5.1 5.1 100.0 
Total 39 100.0 100.0 
It is true that profitability is not the main issue but no organisation can be sustained 
without profitability, (econornic perforinance) specially in case of the IIDB because it is not 
an income generating organisation. Economic performance and economic efficiency are 
important considerations. 
Concerning the possibility of improvement of econon-dc performance (profitability), 
2.6% said there is no possibility for improvement and 30.8% said there is a possibility for 
improvement, (see Table 9.8) 
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Table 9.8: Possibilities of Economic Performance Improvement 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 1 2.6 2.6 
2.6 
1.00 12 30.8 30.8 33.3 
8.00 24 61.5 61.5 94.9 
9.00 2 5.1 5.1 100.0 
Total 39 100.0 100.0 
1) 
2) 
3) 
Suggestions for improvement are as follows (see Figure 9.6): 
2.6% suggested reducing the over dues and reducing the share of projects financed 
through loans which is a concessionary financing to control loans. 
2.6% suggested better making professionals more responsible and giving them more 
freedom. 
5.1% suggested better selection of projects and readiness for implementation. 
2.6% think it can be improved through developing more Shari'ah compatible modes 
of financing and being flexible. 
10.3% think it can be improved by giving priority to quality and efficiency and 
learning from other international experience. 
2.6% think the lIDB should link cost of financing to risk level of the project. 
66.7% said economic performance cannot be improved. 
7.7% did not respond. 
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Figure 9.6: Suggested Methods for Economic Performance Improvement 
9.4.2 Second Side of the Pyramid: Demander of Finance 
Looking at the financial performance from the demand side (represented in the 
governors' questionnaire) shows the following: 
In answer to the question is the IDB performance effective or not, 95.2% believe that 
the IDB performance is effective and 4.8% did not respond (see Table 9.9): 
Table 9.9: IDB Performance 
Frequency Percent 
Valid 1.00 20 95.2 
9.00 1 4.8 
Total 21 100.0 
Valid Cumulative 
Percent Percent 
95.2 95.2 
4.8 100.0 
100.0 
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If we look at the staff opinion about the speed of operations and the governor opinion 
about the IDB performance, one finds a contradiction. To assure the validity of the 
governors' answers, the questionnaire asked about tools to measure effectiveness (see Figure 
9.7): 
28.57% 
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9.52% 
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Figure 9.7: Tools to Measure Effectiveness 
1) 9.5% said effectiveness can be measured by the number of projects financed by the 
IDB in big and small private projects. 
2) 28.6% said it can be measured by the number of successful projects in a large number 
of member countries as well as by the effectiveness of these projects in those 
countries. 
3) 23.8% said it can be measured by the impact of the projects financed by the Bank on 
the economy and social situation such as the general economic development due to 
IDB assistance including employment generation and increases in the living standard. 
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4) 9.5% said it should be done by measuring the increasing standard of living and poverty 
alleviation. 
5) 9.5% said efficiency is measured by achievement of the operational plans in terms of 
the rate of implementation and the degree of achievement of objectives. 
6) 4.8% said it should be done by measuring the approvals and disbursements. 
7) 4.8% said, the increase in the number of member countries and by continuity of 
expansion and development in its operations and activities. Also by continuous 
creation of new financing modes and of new financial resources such as the Islamic 
Bank's portfolio and Investment shares funds. 
9) 9.5% did not respond. 
The respondent's answers indicate that 38.1% (9.5%+28.6%) believe the number of 
projects approved by the IDB is the real measure of performance while 42.8% 
(23.8%+9.5%+9.5%) believe that poverty alleviation and increasing the living standard is the 
measure of effectiveness. But if one looks at reality in member countries does it really mean 
IDB performance is effective? 
Also, the effectiveness of the IDB in the Islamic financial system is shown in Figure 
9.8: 
1) 9.5% believe its effectiveness is satisfactory. 
2) 14.3% think it is playing the lead role and should continue to do so more effectively. 
Also, it is unique of its type because it is applying Islamic rules 
3) The majority (47.8%) believe that IDB is very effective and very efficient. Very 
effective by practicing an umbrella role for the Islamic banks; and very efficient 
through conducting very important research by IRTI for the benefit of the Islamic 
financial system. Also, despite the non-existence of an integrated Islamic financial 
system, the IDB has proved efficiency in some areas; it supports endeavours ain-dng 
at the application of Shari'ah principles in economic, financing and banking spheres. 
It has welcomed efforts made for the establishment of Islamic banks and taken 
initiatives to co-operate with these banks by various possible ways; such as equity 
participation. 
4) 4.8% think much effort needs to be deployed to better achieve effectiveness. 
5) 4.8% said it will be effective as long as it takes into consideration that the cost of its 
financing is less than the internal rate of return resulting from its financing. 
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9) 19.0% did not respond to this question. 
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Figure 9.8: Effectiveness of the IDB in the Islamic Financial System 
9.4.3 The Third Side of the Pyramid: The Financial Analysis 
This side of the pyramid evaluates IDB performance using the financial analysis of the 
IDB. Ratio analysis is used as a tool to measure effectiveness, (see Chapter 8). These ratios 
show a picture of IDB performance which is weak and all the various measures of efficiency 
indicate adverse results, (see Chapter 8 for more details) and very weak financial performance. 
This implies that both the supply side and the financial analysis show a weak picture of 
performance of the IDB while the demand side (governors) consider it really efficient though 
their measure of effectiveness (see Figure 9.7) does not prove that IDB performance is 
effective. 
All the previous discussion concerning the performance evaluation of IDB 
from the financial perspective proves the hypothesis which says "since the IDB is still in its 
infancy stage and there is no distinct theory to follow; then it does not exhibit efficiency in 
its financial activities. " 
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9.5 Development and Social Functions 
Following the same procedure as in the financial function, the development and social 
functions will be discussed from the three sides of the pyramid. 
9.5.1 The First Side of the Pyramid: Supply of Finance 
a) The staff of the operation department were asked what the criteria are for evaluation 
and selection of projects (see Figure 9.9). 
56.41% 
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Figure 9.9: Criteria for Evaluation and Selection of Projects 
The aim of this question is to see whether the respondents specify economic and social 
development as the main criteria for selecting any project to be financed by the IDB or not. 
The respondent's answers were as follows: 
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1) 
2) 
3) 
4) 
5) 
6) 
9) 
b) 
56.4% think the criteria are technical feasibility, profitability, economic and financial 
variability including social benefit and social development. (This includes the 
financial, the economicP th6 social, and technical functions). 
5.1 % said it depends on the type of the project whether it is public or private. 
2.6% said the projects are selected by the governments then submitted to the IDB. 
2.6% said the priority is stated in the strategy of the Bank. 
12.8% said the criteria are relevant benchmarks in terms of financial internal rate of 
return, economic internal rates of return, or least cost alternative for non-cash flow 
projects (social projects). 
2.6% said it must contribute to GNP, GDP and improve the standard of living. 
17.9% did not answer this question. 
Are social dimensions specially taken into consideration when selecting any project 
or not? Is social consideration also kept in mind when selecting any project? Table 9.10 
shows responses; the majority (87.2%) said yes, 5.1 said no, and 7.7% did not respond. 
Table 9.10: Social Considerations 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 
2 5.1 5.1 5.1 
1.00 34 87.2 87.2 92.3 
9.00 3 7.7 7.7 100.0 
Total 39 100.0 100.0 
C) What are the social dimensions which are taken into consideration when selecting any 
project by the IDB? Figure 9.10 shows their response: 
1 48.7% said the social dimensions are serving the poor segments of the population 
especially in the rural areas, human resources' development and females participation, 
and alleviation of poverty. 
2) 25.6% said it is health, education, employment and water services. 
3) 7.7% said the overall effect on the economy instead of particular sectors. 
4) 5.1% highlighted environmental concern. 
8) 5.1% are excluded. 
9) 7.7% did not respond. 
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Figure 9.10: Social Dimensions 
9.5.2 The Second Side of the Pyramid: Demand for Finance 
The previous discussion shows the supply side perspective concerning the 
development and social functions in evaluating the IDB performance. The following section 
displays the demand side point of view. 
a) How far has the IDB assisted in accelerating economic and social development in 
particular in the member's country? Figure 9.11 shows the governors' responses: 
I) 14.3% think the IDB has a small effect on the industrial sector only. 
2) 9.5% think the fDB contribution in accelerating economic and social development is 
almost nil. 
3) 33.3% believe the IDB is participating in the finance of infrastructure and productive 
projects. 
4) 19.0% think the IDB contribution is about average or less than what it should be. 
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5) 4.8% sees the main distinct to accelerate development is that the IDBs assistance is 
without conditionalities, which helps making decisions according to the beneficiary's 
benefit. 
6) 4.8% think the IDB has helped tremendously in widening access to education and 
health facilities (social development). 
9) 14.3% did not respond to this question. 
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Figure 9.11: IDB Assistance in Accelerating Economic and Social Development 
The majority believe that the IDB has little effect on accelerating economic and social 
development in the members' countries. 
Figure 9.12 shows the IDB assistance in accelerating development in the member's 
countries in general. The governors' views are as follows- 
1) 28.6% think no projects of a social type have been implemented, rather it participates 
in economic development only. 
2) 4.8% think the IDB is involved in a limited number of projects due to funds available 
to the IDB. 
366 
3) 4.8% believe that it is very effective in accelerating development in general. 
4) 4.8% were very pessimistic because they believe that financing from the IDB could 
easily be provided by other development and financial institutions, beside IDB 
financing was by no means concessionary. 
5) 4.8% were very optimistic because they think the IDB gives more opportunity for 
needy Islamic countries. 
6) 9.5% believe that the IDB is considered as one of the most important financing 
resources to development projects in Islamic developing countries. It has been 
contributing effectively in socio-economic development. Its financing involved 
various economic and social sectors and it has improved the social welfare of people. 
42.9% did not respond to this question, 
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Figure 9.12: IDB Assistance in Accelerating Development in General 
The conclusion here appears to be that the IDB is more concerned with economic 
development than social development or development in general in the members' countries. 
From all perspectives the IDB effect in accelerating social development is seen to be minimal. 
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b) The next obvious question was to ascertain whether the governors think the IDB 
should have a role in social development or not. Do you think the IDB should have a role in 
relation to stimulating employment? The majority (66.7%) believed that there is a role in this 
respect whilst only 14.3% were definitely against this role, (see Table 9.11): 
Table 9.11: Employment Stimulation Role 
Frequency Percent 
Valid . 00 3 14.3 1.00 14 66.7 
9.00 4 19.0 
Total 21 100.0 
Valid Cumulative 
Percent Percent 
14.3 14.3 
66.7 81.0 
19.0 100.0 
100.0 
C) Secondly what is the role in relation to promoting educational and training 
developments. The majority (90.5%) of governors think the ]IDB should have a role in this 
(see Table 12) with only 9.5% not responding. 
Table 9.12: Education and Training Promotion 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 19 90.5 90.5 90.5 
9.00 2 9.5 9.5 100.0 
Total 21 100.0 100.0 
Ac! ain this evidence seems to confirm that the IDB has little emphasis upon social 4ý 
development. 
d) In response to the question: what kinds of projects have been funded by the IDB in 
your country? Governors' answered as follows (see Figure 9.13): 
1) 19.0% said the IDB financed industrial and infrastructures. 
2) 4.8% said it financed small industrial projects on a commercial basis. 
3) 33.3% said it financed social and economic projects such as industrial, commercial, 
agriculture, health, construction, tourism, and infrastructure sectors. 
4) 4.8% said reconstruction and transportation. 
5) 4.8% said trade financing facilities. 
6) 14.3% said mainly infrastructure projects. 
9) 19.0% did not respond. 
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Figure 9.13: IDB Funding by Sector 
in summary, IDB staff believe that all functions (financial, economic, social, and 
technological) should be taken into consideration before selecting any project in member 
countries. However, Governors of members' countries believe the kind of project (industrial, 
infrastructures, social, agriculture) is the main issue to consider as this dictates the 
acceleration of development. Governors also believe the IDB should have a greater role in 
accelerating social development, that is not to concentrate on economic development only. 
9.5.3 The Third Side of the Pyramid: The Financial Analysis 
Looking now at the third side of the pyrarnid (the financial analysis) which was 
discussed in the previous chapter (the sectoral approvals of project financing in chapter eight) 
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shows that industry and mining were almost the largest recipients of IDB allocation of 
approved project financing, and the least recipient was the social sector. The IDB is financing 
industrial and infrastructure projects more than social projects while primary sources believe 
the social dimension should be kept in mind before selecting any project. Also, the previous 
discussions deny the hypothesis which says "since the main goal ofthe IDB is socio-economic 
development then the IDB is accelerating social and economic development in the developing 
members' countries. " It would be difficult to argue that poverty alleviation and economic 
improvement has been taking place in member countries. 
9.6 Technology Development Function 
The technology development function is again analysed from the three sides of the 
pyramid. 
9.6.1 The First Side of the Pyramid: Supply Side 
a) Staffwere asked if staff numbers is sufficient to handle the size ofthe Bank operations 
or not, (see Table 9.13): 
Table 9.13: Sufficiency of Staff Numbers 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 11 28.2 28.2 28.2 1.00 28 71.8 71.8 100.0 
Total 39 100.0 100.0 
The majority (71.8%) said that staffing is sufficient, only 28.2% argued against this. 
Those who said that staffing is insufficient indicated the following, (see Figure 9.14): 
1) 7.7% think the staff should be increased by 25%. 
2) 5.1 % think staff numbers should be doubled. 
3) 2.6% think less experienced supporting staff and less qualified personnel are needed 
in the operations department. 
4) 5.1% think staff numbers and skills should be in line with the various objectives and 
modes of financing extended to IDB member countries, or a more scientific approach 
could be adopted to ascertain additional staff requirements. 
5) 2.6% said they could not staff the numbers, but more people were certainly needed 
in the operation department, particularly to cope with following up projects. 
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5.1% think there is a need for increasing the technical staff and reducing general staff 
especially in administration or supporting departments. This indicates that 
redeployment (to rationalise the staff in the different departments) and training are 
very essential to enhance the capacity and fully utilise the numbers available. 
8) 71.8% did not answer because they said the number of staffs of the bank was 
sufficient to handle the present size of operations in the previous question. 
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Figure 9.14: Number and Purpose of Staff Needed 
b) Concerning the question of whether staff are well qualified to perform the functions 
of IDB, as a development bank, (see Table 9.14) the majority (74.4%) said yes and 
only 15.4% said no. 
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Table 9.14: Qualification of the Staff to Work in a Development Bank 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 
6 15.4 15.4 15.4 
1.00 29 74.4 74.4 89.7 
9.00 4 10.3 10.3 100.0 
Total 39 100.0 100.0 
Second; more specifically, as to whether staffwere qualified to perform as an Islamic 
development bank (Table 9.15); 48.7% said yes, 3 8.5% said no, and 12.8% did not respond. 
The difference between the staff answers in the previous two questions (first and second part) 
indicate very clearly that staff of the operation department feel they are less qualified to 
perform the functions of the IDB as an Islamic development bank. 
Table 9.15: Qualification of the Staff to Work in an Islamic Development Bank. 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 15 38.5 38.5 38.5 1.00 19 48.7 48.7 87.2 
9.00 5 12.8 12.8 100.0 
Total 39 100.0 100.0 
C) What are the deficiencies of the staff of the operation department and how can they 
be eliminated (see Figure 9.15). 
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Figure 9.15: Deficiency of the Staff 
Figure 9.15 shows the staff responses which are as follows: 
1) 35.9% think most of the professionals are western-educated and not well versed in 
Shari'ah. The IDB is giving more emphasis to academic qualifications which do not 
necessarily reflect the appropriate expertise. Staff also need special training to 
acquaint them with the Islamic economic and financial system and various Shari'ah 
issues. 
2) 2.6% believe the staff have a highly bureaucratic style and there is a mal-distribution 
of staff. This indicates that the solution should be redeployment of staff and designing 
intensive courses to train the staff to acquaint them with the Islamic culture of the 
IDB; it could also improve recruitment techniques. 
8) 53.8% did not answer because they think the IDB is already well qualified to perform 
as an Islamic development bank. 
9) 7.7% did not respond. 
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These answers indicate that the staffs of the IDB are either specialised in technology 
or religion and that very few have a strong background in both religion and technology. Here 
again this enforces the importance of training staff to acquaint themselves with the Islamic 
financial system and to be more qualified in the technical capabilities required by the IDB. 
Even though the majority think the number of staff is sufficient and that they are 
qualified to perform the functions of the IDB, a number of very important points do emerge: 
in particular redeployment and training is necessary to have more qualified personnel 
especially in the technical field in order to transfer technology to member countries to 
accelerate development. 
9.6.2 The Second Side of the Pyramid: Demand Side 
The previous section discussed issues relating to the supply side point of view 
concerning technology development. This section will considers the demand side concerning 
the technology development function: 
a) Should the IDB have a role in assisting technological transfer or not? (see Table 9.16). 
The majority of governors (85.7%) believe the IDB should have a role in assisting 
technological transfer to the members" countries and 14.3% did not respond. 
Table 9.16: Technological Transfer Assistance 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 18 85.7 85.7 85.7 
9.00 3 14.3 14.3 100.0 
Total 21 100.0 100.0 
b) Did the IDB ever rcjcct any proposed project submitted from the governor's home country or not? 
Some (52.4%) said yes there were some rejected projects and 33.3% said no, and 14.3% said they did not 
know (see Table 9.17): 
Table 9.17: Rejection of any Project by the EDB 
Frequency Percent Valid 
Valid 
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. 00 1.00 
2.00 
Total 
7 
11 
3 
21 
33.3 
52.4 
14.3 
100.0 
Percent 
33.3 
52.4 
14.3 
100.0 
Cumulative 
Percent 
33.3 
85.7 
100.0 
Uprojects were rejected, were suggestions given on improving projects? Themajority 
(42.9%) said the IDB did offer some suggestions for improving proposed projects; some 
responses did indicate that the IDB was very thorough in analysing projects and making 
recommendations. Others (9.5%) said no, (see Table 9.18): 
Table 9.18: IDB Recommendations for Improvement of the Proposed Project 
Frequency Percent Valid Curnulativ 
Percent e Percent 
Valid . 00 2 9.5 9.5 9.5 1.00 9 42.9 42.9 52.4 
8.00 10 47.6 47.6 100.0 
Total 21 100.0 100.0 
Those who said the IDB offer some suggestions for improvements were asked about 
the kind of suggestions for improvement by the IIE)B (see Figure 9.16): 
1) 4.8% said it suggested an alternative production methods. 
2) 9.5% said it suggested an alternative financial structure. 
3) No one chose the alternative that the IDB recommended alternative projects which 
the society needs most. 
19.0% said it suggested improvements to the viability of the project. 
5) 9.5% put several choices and alternatives offered by the IDB. 
8) 57.1% did not answer because they said no in the previous question. 
375 
19.05% 
9.1 
57.14% 
Choice 
01.00 
[: 12.00 
04.00 
05.00 
08.00 
. 76% Pies show percents 
Figure 9.16: Kind of Recommendation for Improvement of Projects 
C) Did the IDB follow up the execution stage of a project in the member's country or 
not. The majority (81.0%) said yes, 9.5% said no, and another 9.5% said they do not know 
(see Table 9.19)- 
Table 9.19: Follow up in the Execution Stage of Projects by the IDB 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 
. 
00 2 9.5 9.5 9.5 
1.00 17 8LO 81.0 90.5 
2.00 2 9.5 9.5 100.0 
Total 21 100.0 100.0 
Those who said yes to the previous question think the procedures the IDB is following 
are as follows (see Figure 9.17): 
1) 19.0% said the procedures are periodic reports on physical and financial progress 
3) 4.8% said follow up was by conducting on-site inspections by technical personnel. 
5) 42,9% chose more than one of the proposed alternatives. 
6) 14.3% chose all the options. 
376 
8) 14.3% did not answer because they said either the IDB does not follow the execution 
stage of projects in the previous question or they said they do not know. 
4.8% did not respond. 
4.76% 
42.86% 
14.29% 
Choice 
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3.00 
M5.00 
06.00 
08.00 
09.00 
Pies show percents 
Figure 9.17: IDB Follow Up Procedure 
These answers indicate that the IDB follows-up the execution stage by different 
methods for different projects in different countries. Generally however follow up seems to 
be well viewed from the demand side. 
8.5.3 The Third Side of the Pyramid: The Financial Analysis 
The third side of the pyramid (financial analysis) in evaluating the technology 
development function shows that almost less than one percent of the approved amount for the 
operations of the IDB was allocated to technical assistance. Also, very small allocations were 
set for the activities of the Islamic research and training institute. (See chapter eight for more 
detail). 
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So, all the previous discussion shows a contradiction in opinions. The supply side 
(staff of the operation department) think staffing sufficient although some suggested training 
and redeployment, while the demand side (governors of the members' countries) believe the 
IDB should have a bigger role in technology development; the financial analysis (in real terms) 
indicates almost nil contribution to technology development. From a theoretical point of 
view, the previous discussion proves the hypothesis which says "since the IDB is considered 
an Islamic financial and development institution then it should be providing technological 
development for developing member countries. " but from a practical point of view it is not 
doing so. 
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Notes 
1) SPSS Base 8.0 was used as tool of analysis for both questioners (Staff and Governors 
of the IDB). The closed end questions are going to be left for the readers without 
any further explanations depending on the choices stated in the question. The 
following key will help also to understand the table codes: 
O=No 1 =Yes 
8= Do not suppose to answer 
2= Probably, Not sure, May be, 
or Do not know 
9= Did not respond 
The open end questions will be analysed according to the respondent's answers and 
take choices 1-7, number 8 here also means do not suppose to answer and 9 did not 
respond . The sequence of numbers will 
be according to their answers. 
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Chapter 10 
Conclusions and Recommendations 
10.1 Conclusion 
Though there are explicit theories on Islamic banking, no specific theory so far has 
been developed for Islamic development banking. The main hypothesis ofthis research is that 
the "Islamic development banking model differs from the conventional development banking". 
This is based on the fact that the Islamic financial system has its own distinct and unique 
features which distinguish it from the conventional financial system (see Chapter 3). Despite 
the fact that a practical model of Islamic development banking has been in operation for more 
than twenty years (Islamic Development Bank), no attempt has so far been made to synthesise 
the model in the light of the theory of Islamic finance in general and of Islamic development 
finance in particular. The aim of this research has been to delineate a theoretical model of 
Islamic development banking on the basis of Islamic concepts of development, the distinctive 
features of the Islamic social system and the Islamic principles of finance. The Islamic 
Development Bank (IDB) has been taken as a case study; its performance has been evaluated 
to help in designating the theory of Islamic development banks. The main and central feature 
of the IDB is to undertake development financing operations without charging interest and 
this is what distinguishes the IDB from all other conventional development banks. The 
structures of the theory of Islamic development banks follow the prototype model of the 
theory of conventional development banks (see Chapter 6). 
The goal, objectives, purposes and functions of the IDDB (Chapter 7) were compared 
_, 
with those stated in the theory of Islamic development banks (Chapter 6) to see if it complies 
with the theory, (see Chapter 7). 
The main purpose and goal of establishing all development banks is to foster economic 
development in countries, especially the LDCs; therefore they need tools to measure whether 
they accomplished this. To test this, the development banks' performance has to be evaluated 
and examined through financial, economic, social, and technological development functions 
(see Chapter 4). These tools were used also to evaluate the performance of the case study 
bank, the Islamic Development Bank 
10.2 The Financial Aspects of the IDB 
Concerning the financial function, the Bank financial statements were used to analyse 
and evaluate its performance and its efficient utilisation of resources. Any development bank 
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is performing profitably ifits investments are doing well and are income generating. Financial 
ratios were used as a tool to evaluate the adequacy, efficiency, and profitability of the IDB. 
It is well known that the profitability of any bank depends on its efficiency. Also, the rate of 
return (ROR) is a commonly accepted measure for assessing the profitability of an institution. 
Here we have used a number of ratios as tools of financial analysis applied to the historical 
data available from the IDB annual reports. Despite their limitations, these tools help to 
highlight the financial efficiency and profitability of the Islamic Development Bank. 
Conventional statistical methods (the expected mean value, standard deviation, and the range) 
were calculated to help evaluate the performance of the IDB, in terms of the behaviour of the 
balance sheet and the income statement. This methodology provided a meaningful procedure 
for conceiving a benchmark position from which bank performance may deviate. This 
innovation ofcarrying out a statistical analysis of the behaviour of the financial function takes 
us beyond the snapshot analysis provided by the standard data in the balance sheet and income 
statement (see Chapter 8). 
Analysis of the balance sheet shows: first, the Bank has a high percentage of its funds 
placed with some foreign banks and SAMA. This fund is invested with financial institutions 
operating in the international financial market, and it is considered a liquid fund. Nearly one 
half ofthe Bank's capital is invested this way and is earning interest. This high liquidity shows 
a low utilisation ofthe IDB capital for investment activities and project financing (see Chapter 
8). 
Second, other Investments (which include: Deposit for Investment, Managed 
Investment, Specific Deposit with IDB unit Investment Funds, Investment in Murabaha and 
other Funds, Investment in Lease Participation Pools, and the Investment in Islamic 
Corporation for the Insurance of Investment and Export Credit) show that they increase as 
the deposits with banks and SAMA decrease and vice versa. The averages of these other 
Investments are very high and the range very wide. The statistical figures also show that a 
large proportion ofthe Bank's is invested in bonds, securities, placed with banks (Islamic and 
foreign) or used for trade transactions; but, not for project financing (see Chapter 8, Table 
8.1). 
Third, Investment in Special and Trust Funds (resource mobilisation which includes 
the Longer-term Trade Financing Scheme, the Islamic Bank's Portfolio for Investment and 
Development, and IDB Unit Investment Fund) when introduced, was planned not to rely upon 
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the Bank's share capital alone for financing. But, unfortunately this does not constitute a high 
percentage or share of the Bank's investment as the Bank had planned, representing only 2-5 
percent of assets. 
Looking at the investment in projects and the operations of the Bank shows more 
reliance upon investment in foreign trade financing than any other investment operation. This 
is considered a dangerous sign for the Bank because its main goal should be to encourage 
investment and finance in projects to enhance development and industrialisation in the 
developing countries, thus alleviating poverty; (see Chapter 8, Table 8.1). 
Fifth, the financial resources of the Islamic Development Bank form the liability side 
of the balance sheet statement. The financial resources of the Bank are generated mainly 
through two main avenues; the ordinary capital resources (which consist of Members' Funds 
and receipts from its Investment Deposit Scheme) and resources mobilisation (which include 
the IDB Unit Investment Fund, the Islamic Bank's Portfolio for Investment and Development, 
and the Longer-term Trade Financing Scheme). Another source also is the proceeds from the 
Bank's liquid funds which are allocated to Special Assistance Accounts, the Special Account 
for Least Developed Countries, and the Special Reserve (see Chapter 6, Table 6.1). The 
trend analysis of the Bank's resource shows that the capital resources comprise the main 
source of income for the IDB (in the range of 50-90 percent); while resource mobilisation 
fonn a nominal percentage each year. The Special Assistance Accounts and Special Reserve 
comprises around 20-22 percent of the Bank's resources. The Special Account for Least 
Developed Countries has very nominal proceeds, in the range of one percent only (see 
Chapter 8). 
The trend ofthe income sources through the 22 years ofoperations shows that foreign 
trade financing was the main source of income till the introduction of deposits for investment 
during 1403H (1983). The incomes from both trade financing and deposits for investment 
were almost equal in some years, but deposits for investment became the prime source of 
income for the IDB (more than 40 percent of total income). The increase in the income from 
deposits for investment was attributed to the major policy change adopted by the IDB in the 
management of liquid funds relating to the replacement of liquid funds to be invested in 
conformity to Shariah. Another major source of income is also generated from leasing 
especially during the years 1408-1414H (1988-1994). The third major source of income is 
the instalment sale; but both are not considered investments in project financing. Fourth are 
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the service fees for loans and technical assistance but it is still low percentage. The other 
accounts contribute a very low percentage of the total income (see Chapter 8 and Table 8.2). 
Also, in terms of the behaviour of different statistical methods (namely the expected 
mean value, the standard deviation, and the range) the main accounts ofthe income statement 
of the IDB show the following: first, the erratic behaviour of income from the projects 
financed by the Bank. Secondly, looking at each component ofthe income ofthe Bank shows 
that in the last few years the main stream of Bank's income was generated from deposits for 
investment (while previously the main stream of income was from foreign trade financing) 
which is not a good sign of development. Rather, a large component of the total income and 
the mainstay of the Bank should come from project financing. The same comments apply to 
the other accounts of the income statement (see Chapter 8). 
Concerning the net profit of the IDB shows that the Bank is facing a problem of low 
income which indicates the inefficiency of the Bank's operations and management (see 
Chapter 8 and Figure 8.6). 
Financial ratios were used to analyse and evaluate the IDB performance (the bases of 
calculating these ratios were explained and discussed in Chapter 8). To calculate the financial 
ratios of the IDB there is a distinction between operating income which is the income from 
ordinary operations and the total income which includes in addition the return on call and time 
deposits. This distinction is necessary to give a real picture of the operations of the IDB and 
its efficiency. 
The ratio of ordinary resources income to total assets shows a very small return when 
compared to the ratio or return of total income to total assets. This means that the Bank 
should strive to increase project financing to enhance development and to have a higher 
average return (see Chapter 8 and Table 8.6). 
Operating income return on total assets (OYROTA) or return on total assets (ROTA) 
measures the overall financial performance of the development bank and indicates its 
efficiency; in case ofthe IDB this ratio shows poor overall financial performance and suggests 
that the IDB is not using its assets appropriately as the return is only nominal, especially 
OYROTA (see Chapter 8). 
The operating income return to investment shows a better performance than the 
operating income return on total assets because investment is narrowed down to real 
investment and excludes the deposits with Bank and SAMA and fixed assets (see Chapter 8). 
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Analysing each component of investment and finding its ROR shows a very erratic behaviour 
and unpredictable and uncertain RORs. Again this reflects a poor financial performance (see 
Chapter 8 and Table 8.3). 
The ratio of ordinary resources income or operating income to operational assets 
(OYROOA) shows a better return than operating income to total assets (OYROTA) or 
operating income to investment (OYROI) because it narrows down the dominator to the 
operational assets only. The IDB is generating higher return from its operations than on total 
assets or investment, implying that more investment avenues need to be investigated and more 
projects have to be enhanced and financed by the IDB (see Chapter 8). 
Net returns on total assets (NROTA) show less return than operating income to total 
assets (OYROTA). The same applies to the net return on investment (NROI), net returns on 
operational assets (NROOA) and the net returns on net assets (NRONA). All of these low 
ratios indicate the under utilisation of the assets of the IDB (see Chapter 8 and Table 8.6). 
The best of these returns comes from the net return on operational assets (NROOA) because 
it narrows down and limits the investment of the Bank to operations only, but it is still a low 
return. 
The net return on capital employed (NROCE) and net returns on equity (NROE) show 
also very low efficiency and both take the same trend, these will be unlikely to attract 
investors because they will be better off investing their capital elsewhere. The return on 
capital employed (ROCE) is an indicator of how efficiently long-term funds are being utilised. 
For the IDB it shows low efficiency (see Chapter 8 and Table 8.6). 
The main source of IIDB capital is its paid-up capital or member's funds, there are no 
loans., no subsidies, and no efficient resource mobilisation. The soundness of the IDB., 
measured by the capital to assets or member's funds to total assets, indicates poor soundness 
and concentration on its member's funds only and less utilisation of total assets (see Chapter 
8). 
The assets of the IDB should indicate its investment in development projects. More 
than 50 percent of the IDB assets most of the time are liquid. This liquidity offers a 
dangerous signal concerning the Bank's role and activity in the development process of the 
developing countries. Iligh liquidity means high opportunity cost, and low efficiency for the 
Bank operations. The high returns on liquid assets give an indication about the size of the 
problem and it means fewer investments are taking place and less utilisation of the Bank's 
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capital. It is worth mentioning also that IDB (starting 1403H(1983)) started to allocate some 
of its liquid assets in deposits for investment and is considering this investment in accordance 
to Shari'ah, but it is still considered part of liquid assets (see Chapter 8). 
Special assistance and special reserve to total resources (STR) show high percentage 
also for the IDB which means more funds are not utilised in investment projects; rather, they 
are placed with banks and SAMA, earning interest. The return or net proceeds accruing from 
the Bank's deposits in foreign banks are placed with these special accounts and it is 
considered a source of income to be used for special operations, and special assistance (see 
Chapter 8). 
The ordinary capital resources to total resources (OCRTR) shows that the IIDB is 
depending mainly on its ordinary capital resources to finance the ordinary operations (see 
Chapter 8). 
Total expenses to total income (TExTY) are high and total expenses to ordinary 
resource's income (TExORY) even higher. This shows that operational income should be 
increased by supporting and financing more projects bringing better utilisation of the assets 
which in turn will increase operational income (see Chapter 8, and Table 8.6). 
10.3 The Economic, Technological and Social Development Functions of the IDB 
The second function to be considered in evaluating IDB performance is its economic 
development function. Since the main business of a development bank is project financing, 
then, unless the projects which they assist are successful, it will not have succeeded in its main 
objectives (see Chapter 8). 
In the case ofthe IDB the sectoral distribution of ordinary operations of the Bank can 
be used to indicate the role which the IDB is playing in accelerating development (and in 
which sectors) in member countries. The sectoral approvals ofproject financing and technical 
assistance operations of the IDB are shown in Table 8.7 in Chapter 8. In general this table 
shows that industry and mining were the largest recipients of IDB allocation of approved 
project financing, followed by infrastructure projects and then agriculture sectors (see Chapter 
8). In spite of all of this sectoral distribution and allocations, the I1DB did not accomplish its 
objectives of fostering economic and social development or alleviating poverty from member 
countries. 
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The third aspect of development bank evaluation is the technology development 
function. Development banks should act as technology development or transfer institutions. 
For the IDB, technical assistance in the operations of the IDB and the activities of the Islamic 
research and training institute were used as indicators of support for technology development. 
Looking through the years of operation less than one percent of the approved amount for the 
operations of the IDB was allocated to technical assistance; this indicates that the IDB is not 
giving enough attention to technical assistance. The same applies for IRTI spending (see 
Chapter 8 and Table 8.9). 
As for the social development function of IDB, the social services sector, which is 
financed by the Bank as one sector from the sectoral distribution of ordinary operations, was 
used as an indicator of support for social development. The IDDB has recently started to pay 
more attention to this sector specially in the rural areas of the member"s countries (see 
Chapter 8), but generally this kind of support has been lacking. 
10.4 Alternative Approaches to Financial Analysis 
Chapter 8 concentrated on evaluating the performance of the IDB from the secondary 
(IDB Annual Reports and IDDB publications) sources of information. Primary sources of 
information are also really important in analysis of this kind. Two forms of questionnaires 
were designed to provide further indicators ofthe performance of the IDB from both the side 
of the supplier of finance (represented in the staff of the operation department) and from 
demanders of that finance (represented in the Governors of member countries). 
The research approach as a result was able to cross-check conclusions from the 
financial analysis to the two perspectives of both the demand for and supply of finance from 
the IIDB. 
Using the financial development function to measure IDB performance from the three 
perspectives mentioned before indicates that the supply side and the financial analysis show 
a poor picture of the performance of the IDB while the demand side (Governors) considered 
the IDB as fairly efficient. The first hypothesis of the research (Since the IDB is still in its 
infancy stage and there is no distinct theory to follow; then it does not exhibit efficiency in its 
financial activities) is supported by most of the evidence here. 
387 
Concerning the economic and social development fiinctions and looking at the three 
perspectives ofthe pyramid shows that both the supply and demand of finance regard the IDB 
effect in accelerating social development as minimal and that there is more concentration on 
economic development. The financial analysis proves that the social sector is the lowest 
beneficiary of approved project financing. There is therefore a major difference in the this 
respect between theory and practice, (see Chapter 9). The second hypothesis of the research 
(Since the main goal of the IDB is socio-economic development then the IDB is accelerating 
social and economic development in the developing member countries) is therefore not 
supported by the evidence here. 
The technology development function was analysed from the three sides of the 
pyramid as well as the other functions. The supply side (staff of the operation department) 
think staffing is sufficient although some suggested training and redeployment, while the 
demand side (governors of the member's countries) believe that the IDB has a bigger role to 
play in technology development; the financial analysis (in real terms) indicates almost nil 
contribution to technology development. The conclusion is that the Bank should put more 
effort into having a bigger role in technology development (see Chapter 9). The third 
hypothesis of the research (Since the IDB is considered an Islamic financial and 
developmental institution then it should be providing technological development for 
developing member countries) also supported by the evidence here. 
10.5 Recommendations 
In the light of the statistical findings of this investigation and performance evaluation 
of the 11DB,, the following recommendations are put forward. These, if followed, can 
potentially fill the gaps in ensuring efficiency and soundness of the IDB and conformity with 
the Shari'ah. These recommendations attempt to modify the IDB operations according to the 
model of the Islamic development banks discussed in Chapter 6 moving the IDB away from 
the prototype model of conventional development banks (see Appendix IV). 
'Recommendations are as follow: 
The performance of the IDB should be improved by using and utilising its assets 
appropriately and prudently (see Chapter 8). 
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2) The Bank has to seek and develop new modes for the placement of surplus funds 
which do not contradict with the Islamic Shari'ah and meet the requirement of safety, 
liquidity, and return based on performance and the avoidance of predetermined 
interest rates (see Chapter 7). 
3) The Bank needs to reconsider its policy to improve investments using Islamic modes 
of financing, liquidity is too high and this is indicative of bad management, high 
opportunity cost, a very conservative system, bureaucracy, and low efficiency (see 
Chapter 8). 
4) The Bank has to place its liquid funds in Islamic banks to be utilised according to 
Shari'ah instead of depositing liquid funds at conventional banks receiving interest. 
Such transactions in Islamic banks are non-interest bearing and earn income solely on 
the basis of the actual results of the transaction involved (see Chapter 8). 
5) The Bank should try to increase profitability to ensure its existence in the long-run 
(see Appendix IV). 
6) The Bank should increase net profit by indulging in more project financing, equity 
financing and profit and loss sharing; it should try to overcome the obstacles and 
difficulties attached to them (high-risk) because they are supposed to be one of the 
main characteristics of an Islamic bank. More projects financing should increase total 
income which in turn will affect the net profit and increase the return of operating 
income to total assets (OYROTA). It implies also that the Bank would not depend 
on its paid-up capital only as a source of income. It should increase its retained 
earnings which will be another source of income (see Chapter 8). 
7) The Bank should take a more pro-active policy toward projects enhancing, 
supporting, and financing. It should create and finance projects that are consistent 
with overall national development strategies (see Chapter 8). 
8) Since the Islamic financial system is equity oriented and its main characteristic is that 
it is an interest-free system then it should be very careful and cautious in selecting its 
proposed projects (priorities of financing in the IDB). They should also be proactive 
in searching out suitable entrepreneurs to support. Studies of projects should be 
precise, follow the implementation process, and monitor the management activities 
(see chapter 6). 
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9) The Bank should apply the policy of close follow-up during the execution and 
implementation stages to have better control and to give technology advice whenever 
it is needed (see Chapter 9). 
10) The Bank should take the social and economic impact into consideration when 
financing a project rather than simply considering the expected rate of return on 
bankable development projects (as the conventional theory of development banks); 
interest is not the key factor in EDB operations, and the social and economic returns 
are more important for societies than profit maximisation for the Bank itself (see 
Appendix IV). 
11) The Bank should create Islamic Financial Instruments and produce more Islamic 
modes of financing and securities based on Shari'ah principles. It should assist in 
creating Islamic stock or capital markets together with suitable instruments (see 
Appendices III and IV). 
12) The Bank should continue producing new Islamic investment tools such as Murzar'ah 
and Musaq'ah, where such financing arrangements are absent and get more involved 
in Mudarabah, Musharaka, and equity financing (see Appendix IV). 
13) It should encourage joints ventures, the establishment of horizontally and vertically 
integrated corporations and the expansion of promising holding companies, (see 
Appendix IV). 
14) 1DBs investment should be increased and directed toward projects financing and 
increase private investment specially in middle and small size enterprises as both the 
theory and the strategic agenda of the Bank state (see Chapter 8). 
15) The Bank should improve and refine its current instruments to make them more 
flexible to the changing demands ofmember countries. Competitiveness should be the 
main guide in such exercises but it has to be according to Shari'ah (see Appendix 111). 
16) The Bank should reorganise its rules and procedures and follow the policy of 
decentralisation of decision making and be more democratic and flexible because 
strictness, conservatives, bureaucracy, rigidity and centralisation slow down the 
execution ofproject approvals and financing and will lead to inefficiency (see Chapter 
9). 
17) Flexibility by the Bank will enhance development and increase investment which 
means the benefit will be for both sides, the developing countries and the Islamic 
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development Bank. Technical advice by the Bank will help developing countries to 
design better projects for financing. This way the Bank can guarantee the soundness 
of the projects (see Chapter 8). 
18) The Bank should use interest-free loan financing prudently because it has zero rate of 
return and it ties up capital for long time (see Appendix III). 
19) The Bank should apply the leverage concept (by involving debt operations from the 
Islamic Banks) to have more resource mobilisation programs to foster economic and 
social development in the LDCs of the member's countries (see Appendix III and 
Chapter 8). 
20) The Bank should put more weight on financing development projects than foreign 
trade financing operations, (see Appendix IV). It should use the trade-based modes 
of financing to invest surplus funds only for short-tenn financing; not to be used as 
a main mode for investment for medium and long term financing (see Chapter 7). 
21) The Bank should train their staff, improving qualifications and technical capabilities 
to perform the functions of the IDB as an Islamic development bank (see Chapter 9). 
Well trained staff can provide the know how, the technology, and the experience 
needed for entrepreneurs. They will be capable also of undertaking the study of 
projects and of carrying out the analysis of the different stages of the projects 
(identification, preparation, appraisals, implementation and evaluation) and following 
up through an ex-post evaluation for each project (see Chapter 6). 
10.6 Suggestions for Further Research 
This research is the first attempt to formulate a model ofIslamic development banking. 
It opens new scope for further research, particularly in the areas of socio-econon& 
development, Islamic finance, management ratio analysis, performance evaluation techniques, 
Islamic development banking, and the Islamic financial system in general. 
Praying to Allah to Give Us All Guidance and Wisdom 
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Appendix I 
Modes and Techniques of Islamic Financial System 
Modes and Techniques of Islamic Financial System 
The basic modes and techniques of Islamic financial system involve forms of 
participation. The principles of these techniques have been derived by the scholars from the 
Qur'an, Hadieth, and the practice ofthe prophet's companions. These techniques include the 
following: 
1) Mudarabah 
2) Musharakah or Sharikah 
3) Muzara"ah 
4) Musaq'ah 
5) Murabahah 
6) Sulum 
7) Bay'e and Bay'e AI-Aýal 
8) Ijra wa Iktina'a 
9) Muqaradah 
10) Rahn 
11) Wade'ah 
Mudarabah Mode of Financing 
Mudarabah (derived from the Arabic word'Darb" which means"to walk on ground" 
to achieve a goal) is a contract or an agreement between two parties. One party (the owner 
or supplier of capital) will provide the capital for a venture, but taking no active part in the 
venture, and the other party (trustee or entrepreneur) will provide efforts, skills, and 
management. Each party will share a specific ratio ofthe net profit according to the agreement 
between them. This means that Mudarabah is a joint venture between the financier (rab-al- 
mal) and the manager of the Mudarabah (Mudarib). One party provides the capital while the 
other contributes management skills or labor. 
Umer Chapra says Mudarabah is a form of partnership where one of the contracting 
parties provides a specified amount of capital and acts like a sleeping or a dormant partner, 
while the other party provides the entrepreneurship and management for carrying on any 
venture, trade, industry, or service with the objective of earning profits, (Chapra, 1985, p. 
248). Qureshi view about Mudarabah is considering it as a marriage between surplus 
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resources ofindividuals and skilled manpower for carrying out economic activity in an Islamic 
society, (Qureshi, 1985, p. 7). The characteristic feature of the Mudarabah agreement is that 
the entrepreneur (DU) and the financiers (SU) share the profit in an agreed ratio and the risk 
is bom by the financier who cannot transfer the loss to the entrepreneur (Mudarib). The 
entrepreneur loses his effort and time unless it is proved that loss has been caused by 
negligence or violation of the terms of the contract, then he will be accountable for the loss. 
The entrepreneur manages the investment funds placed at his disposal by the financier 
in accordance with the Mudarabah agreement which means profit cannot be expressed as a 
fixed amount to a party because any fixed remuneration would amount to either "interest" 
or "salary" and not profit, (Chapra, 1985, p. 72). As an instrument of financing, Mudarabah 
is devoid of any element of interest "RiW'. The liability of the financier is limited to the 
extent of his capital and no more. Because according to Islam the entrepreneur cannot get 
a predetermined fixed return for his services, he gets a specified ratio of the profit according 
to their agreements. In case of a loss he gets no reward for his service and his loss amount 
to the opportunity cost of his services. Chapra says Mudarabah is considered a form of 
"investment-management relationship" not a "borrowing-lending relationship",, (Chapra, 198 5, 
p. 72). 
Mudarabah can be a multi purpose or for specific purpose, and it can be for a fixed 
period or perpetual. It has to be pointed out that this kind of business must wound up before 
any actual distribution of profit. The fixed period Mudarabah would wound up when the 
specific purpose has been achieved. This tells that in practice, Mudarabah partnership is likely 
to be relatively short-term and is quite convenient for small-scale business and the crux of it 
is bringing together the financier and the Mudarib or entrepreneurs. This scheme should serve 
to spread ownership of business and reduce concentration of wealth. 
Mudarabah mode of financing has to meet a high rate of efficiency in the use of funds. 
This fund is in the hands of the entrepreneur (Mudarib), and it is not realistic to assume that 
the Mudarib will cheat by declaring lower rates of profit. If any Mudarib resorts to such 
practice, he will tend to deprive himself of Mudarabah financing. Since such financing in an 
Islamic society may be an important source of funds for most traders and agricultural and 
industrial entrepreneurs, they could hardly be expected to resort to such a self-defeating 
policy. Rather, the manager or Mudarib is assumed to be a rational person who wants to 
work hard and grow in status and attain higher living standards, (Chapra, 1985, p. 176). 
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Legitimacy and legality of Mudarabah 
Mudarabah is one of the Modes which is widely used by Muslims. Its legitimacy is 
proved from the Qur'an and Hadieth: 
I. From the Qur'an: 
Allah said in the Holy Qur'an: "So, recite you of the Qur'an as much as may be easy 
for you. He knows that there will be some among you sick, others traveling through the land, 
seeking of Allah's Bounty; yet others fighting in Allah's cause", (73: 20). "Then when the 
(Jumu'ah) prayer is finished, you may disperse through the land, and seek the Bounty of Allah 
(by working, etc), and remember Allah much that you may be successful", (62: 10). 
From the Hadieth: 
The prophet practiced Mudarabah partnership before his mission when his first wife 
Khadija bint Khuwaylid gave him her capital to do business for her. His approval of this sort 
of partnership is the basis of its acceptance by Islamic jurists and scholars. It is agreed, by 
all schools ofjurisprudence, that the owner of capital is entitled to demand any fair and just 
proportion of the profits, and that this should be set out in the contract. The capital owner 
must not demand a fixed percentage of return on his funds. He may impose certain conditions 
upon the other partner, like how the business should be run, and may ask his partner not to 
engage in certain activities. If the partner uses the funds contrary to the agreement, then he 
is liable to repay the funds in case of loss. The owner of capital is entitled to impose any 
restrictions he wishes, (Hardie and Rabooy, 199 1, p. 60). 
Rules and Principles of Mudarabah 
There are rules and principles related to the capital owner or the financier (SU), the 
capital user (DU), and the profit. Al-Jaziery explains in full details these rules and principles. 
First: The Capital Owner, Supplier of Capital or Financier 
1) The financier has to give his capital to a trustee to invest that capital in a permissible 
investment and he has to specify if it is unrestricted Mudarabah or restricted one. 
The shared ratio of the profit for both parties should be specified too. 
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3) The management ofMudarabah affairs, the financier is not entitled to any interference, 
he can, however, provide broad policy guidelines. 
The consent of the financier is also required for the creation of a subsequent 
Mudarabah or sub-Mudarbah by the Mudarib. 
The financier can restrict the Mudarabah by specific persons or business, object and 
method of trade type of business or particular commodity, place, and time span for 
that Mudarabah. 
Second: The Employee, Trustee, Manager or Mudarib 
1) When the employee or trustee receives the capital he will be a trustee for that capital. 
When he starts the business then he will be authorized representative. 
When the investment gains profit then he will be a partner according to his share in 
profit. 
4) Ifthere is a loss in that investment then the employee has to receive a salary according 
to his work that if he was not a cause behind that loss. 
If the Mudarib did not fulfil any of the conditions of the Mudarabah agreement then 
he will be extorter. 
6) If the Mudarib did his best performance and his job is adequate but the business had 
a loss then he does not have to guarantee anything because he is only a representative. 
7) If there is any loss then the capital owner or financier has to bear the loss after 
deducting that loss from the profit first. 
If the Mudarib stated a condition that all the profit will be his (not only a percentage 
share) then that supplied capital will be considered a loan from one party to another 
(ie, this is not a Mudarabah by any means). So, if there is any loss the Mudarib (the 
borrower) will bear all the loss and he has to guarantee paying back the principal. 
If the financier stated a condition that all the profit will be his then the manager or the 
Mudarib will be a representative for the financier to do his business, and he will get 
nothing in return for his work or management and it is not Mudarabah anymore. 
10) The financier does not have to delegate the manager or the Mudarib to do business, 
rather the agreement itself will give him that delegation. 
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11) The Mudarib can use the financiers' capital to purchase whatever he needs to initiate 
and run the business but not taking advantage of that fund, rather just what helps to 
start the business. 
12) The Mudarib can delegate somebody else for trading (buying and selling) in that 
capital. 
If the Mudarabah was not restricted then the Mudarib can do the following: 
1) He can deposit the money in a save place. 
2) He can rent whatever he needs for the business. 
3) He can employ any numbers of employees to work with him to run the business. 
4) He can proxy or delegate anyone to buy and sell for the benefit of the business. 
5) He is free to trade (sell and buy) because that is the source of profit. 
6) He can mortgage to get some debt. 
The Mudarib can't do the following 
1) He cannot borrow except with the permission of the capital owner because that is an 
increase in the capital. If the Mudarib did get a loan without the pertnission of the 
financier then it will be a loan for himself as a separate entity but not as Mudarib. 
2) Lend to anyone. 
Give that money to somebody else to invest it in Mudarabah or make a company with 
anyone or mix it with his own asset, capital, or fund. Unless the financier gives him 
the permission to do so. 
The differences between the restricted and unrestricted Mudarabah are the conditions 
stated in the Mudarabah contract. 
Third: The profit 
1) In the Mudarabah agreement, profit cannot be expressed as a fixed amount to a party 
because any fixed remuneration would amount to either Riba or salary, not profit. 
2) The profit earned out of Mudarabah agreement is to be distributed according to the 
agreed proportion at the time of the agreement. 
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3) The actual proportion of sharing profits are left to the discretion of the parties and 
should be clearly known to both of them. 
4) The share ofthe Mudarib must be deducted out of the profit and in no case out of the 
capital. 
5) Any violation ofthe proportional division of profit would make the Mudarabah invalid 
and could either convert it to be Ijara contract or be terminated. 
6) In case of a loss, the entire liability is to be borne by the financier. 
7) If the profit is assigned to the Mudarib or the financier then the Mudarabah is 
considered invalid. 
8) Mudarabah is essentially a "sharing of profit" and its fundamental components are the 
association of work and capital. 
9) The shared profit for either party is on the basis of work and capital. 
10) The range of profit-sharing within this framework is particularly limitless. 
11) The Mudarib cannot spend on himself from the financiers' capital except if the owner 
allows him to do so. IEs right only in the profit and nothing more. 
12) If the Mudarib did not fulfil the condition of spending the capital according to the 
agreement then the Mudarabah is bad or rotten. 
13) If the cost is according to the agreement then it should be deducted from the profit, 
otherwise it will be deducted from the capital. 
14) Distribution of profit cannot be done before the financiers' receiving of his principal 
amount or original capital. This means that the capital has to be liquidated and given 
back to the financier or the supplier of the capital then whatever is left over from that 
capital will be considered as profit which has to be distributed in the specified and 
agreed ratio. The prophet said: "The strong believer like the merchant or trader who 
cannot receive his capital. The same thing for the strong believer Allah won't give 
him on his superogatory performance till He gives him on resolve work", (Al-Jaziery, 
1392, pp5O-62). 
Conditions and Requirements of Mudarabah Mode of Financing 
The Conditions and Requirements ofMudarabah Mode offinancing as it came in Al- 
Zehiely Fiqh Book are as follows: 
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1) The available capital has to be a monetary fund or any legal tender money. Goods 
were not considered admissible for the Mudarabah contract because uncertainty 
relating to their value could lead to dispute and inequitable advantages and enrichment 
of one party over the other. 
2) The amount of the investment or the financed capital has to be known at the time of 
the agreement. 
3) The financed capital has to be known and available at the time of the agreement 
because no Mudarabah agreement can be done with the Mudarib, liability to the 
financier. (i. e. The financier cannot tell the Mudarib whatever you owe me you can 
invest it and we share a specific ratio of the profit). This means it would not be 
permissible for a creditor to ask the debtor to use the debt for Mudarabah because 
money for this purpose should be completely free from all liabilities. The conversion 
of debt into a Mudarabah is prohibited to safeguard against the abuse ofusurious loan 
being camouflaged as a Mudarabah where in essence the creditor would possibly 
ensure for himself not only the recovery of his debt but also an illegal return on his 
loan under the cover of his share in Mudarabah profits. 
4) If one party saved his capital or fund with another party and gave him the permission 
to use that saving in a Mudarabah Mode of Financing it will be permissible. 
5) If somebody gave another one a fund to purchase for him a product and in the same 
time asked him to consider that as Mudarabah Mode of financing it will be also 
permissible. 
6) The financier of the capital cannot share in the management of the Mudarabah by way 
or the other, not even his representative because the definition of Mudarabah means 
one party supply the capital and the other party provides the management or work. 
7) The sharing of the profit for the Mudarib has to be known as a ratio of the profit. 
8) The percentage share of the Mudarib, has to be deducted from the profit not from the 
Mudarabah capital. 
9) If the Mudarib required a monthly salary which exceed half of the profit then the 
contract will be false or ineffective. 
10) A valid Mudarabah should require that the capital should be transferred to the 
Mudarib. The capital may be physically handed over, or authority over its disposition 
399 
may be transferred to the Mudarib. In any case, there should be a complete alienation 
of capital on the part of the Investor, (Al-Zehiely, 1985, pp843-848). 
Basis of Mudarabah Agreement 
There are two basic elements for each Mudarabah agreement. They are affirmative 
and acceptance. Affirmative from the financier and acceptance from the manager or Mudarib. 
Musharakah or Sharikah Mode of Financing 
Musharakah or Sharikah means working together, enjoying equitable participation in 
managerial rights and sharing all liabilities and accountability in equitable proportions. It is 
also considered a conscious cooperation between two or more parties arising out of free 
consent and in mutual interest to achieve predetermined and mutually agreed goals toward 
which they must work collectively, contribute to collective effort in equitable proportions and 
share the results, success or disaster, in proportions commensurate with their respective 
contributions to collective effort. It may comprise an investment of capital, human effort and 
skills in varying proportions. 
Musharakah is a form of business organization where two or more parties contribute 
to the financing as well as the management of the business, in equal or unequal proportions 
according to the kinds of Sharikah. Profits will be divided according to the kinds of Sharikah 
either in an equitable or equal ratio and the losses will be borne in proportion to the capital. 
"A Musharakah transaction is one in which there is more than a single contributor of funds. 
All parties invest in varying proportions and the profits and losses are shared strictly in 
relation to their respective capital contribution. Musharakah financing corresponds closely 
to an equity market in which shares can be acquired by the public, banks, and even the central 
bank and the government. Their price and the implicit rate of return, would be determined 
by the market"P (Khan and Mirakhor, ed, 1987, p6). 
Kinds of Musharakah or Sharikah 
Musharakah or Sharikah in Islam can be divided into two major kinds: The first is 
Sharikah Al-Mulk (condominium) and the second is Sharikah Al-Uqoud (contractual). 
Sharikah Al-Mulk is divided into two kinds too. The first is co-ownership and it comes into 
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existence when two or more persons happen to get joint-ownership of some asset without 
having entered into a formal partnership agreement and it is considered involuntary 
partnership (Sharikah Jubriyyah). The other kind of Sharikah is voluntary (Sharikah 
Ikhtiyariyyah) that if the property is divisible but the partners decide to stick together. So, 
in general Sharikah Al-Mulk is a common ownership of property which means it cannot be 
considered a partnership in a strict sense because it has not come into existence by mutual 
agreement to share profits and risks, (Al-Jaziery, 1392, pp63-67). 
The other kind of Sharikah is contractual partnership (Sharikah Al-Uqoud). This kind 
is considered a proper partnership or cooperation because the parties concerned have willingly 
entered into a contractual agreement forjoint investment and sharing of profits and risks. It 
is preferable to be written agreement with proper witnesses, specifically stating the agreed 
terms and contains in confirmation with the Qur'anic teachings about loans and important 
business transactions. "0 you who believe! When you contract a debt for a fixed period write 
it down. Let a scribe write it down in justice between you. Let not the scribe refuse to write 
as Allah has taught him, so let him write. Let him (the debtor) who incurs the liability dictate, 
and he must fear Allah, his Lord, and diminish not anything of what he owes. But if the 
debtor is ofpoor understanding, or weak, or is unable himselfto dictate, then, let his guardian 
dictate injustice. And get two witnesses out of your own men. Andiftherearenottwomen 
(available), then a man and two women, such as you agree for witnesses, so that if one of 
them (two women) errs, the other can remind her. And the witnesses should not refuse when 
they are called on (for evidence). You should not become weary to write it (your contract), 
whether it be small or big, for its fixed term, that is more just in the Sight of Allah; more solid 
as evidence, and more convenient to prevent doubts among yourselves, then there is no sin 
on you if you do not write it down. But take witnesses whenever you make a commercial 
contract. Let neither scribe nor witness suffer any harm, but if you do (such harm). It would 
be wickedness in you. So be afraid of Allah; and Allah teaches you. And Allah is the All- 
Knower of each and everything. And if you are on a journey and cannot find a scribe, then 
let there be a pledge taken (mortgaging); then if one of you entrusts the other, let the one who 
is entrusted discharge his trust (faithfully), and let him afraid of Allah, his Lord. And conceal 
not the evidence for he, who hides it, surely his heart is sinful. And Allah is All-knower of 
what you do. (2: 282-3). 
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The profits in Musharakah or Sharikah can be shared in any equitably agreed 
proportion. Losses must, however, be shared in proportion to capital contribution. 
Sharikah Al-Uqoud (contractual partnership) has been divided in the Fiqh books into 
four kinds. Sharikah Al-Anan (Rein or restricted authority and obligation); Al-Mufawadah 
(Negotiation or full authority and obligation); Al-Abdan (labor, skill and management); and 
Al-wujuh (Distinguished, notability, goodwill, creditworthiness and contracts). 
In case of Sharikah Al-Anan, partners need not be mature, neither to have the same 
religion and faith, nor to have an equal share in the capital. They could not be equally 
responsible for the management of the business. Their share in profits may be different, but 
this must be clearly specified in the Sharikah agreement contract. The share of the loss will 
be in accordance with their capital contributions. So, partners act as agents not as sureties 
for their colleagues. 
Sharikah Al-Anan implies unequal shares and is recognized by all four schools, may 
tend to be the most popular. Profits would be divided according to an agreed ratio, and losses 
should be shared in proportion to the contribution made to capital. This is because losses 
constitute an erosion in equity according to the ]jma (consensus) of the jurists and must be 
charged to the capital. If a loss has been incurred in one period, it must be offset against 
profits in the subsequent periods until the entire loss has been written off and the capital sum 
has been restored to its original level. So, it would be desirable to build reserves from profits 
to offset automatically any losses that may be incurred in the future. 
In case of Sharikah Al-Mufawadah there are some conditions have to be met; they are 
as follow: The partners must be adults, have the same religion which means they must be 
Muslims (no Mufawadah between Muslim and Non-Muslim), equal in their capital 
contribution, their ability to undertake responsibility and their share of profits and losses. The 
partners must have full authority to act on behalf of each others and are jointly and severally 
responsible for the liabilities of their partnership business, provided that such liabilities have 
been incurred in the ordinary course of business. Thus each partner can act as an agent 
(Wakeel) for the partnership business and stand as surety or guarantor (Kafeel) for the other 
partners. 
Sharikah Al-Abdan is where the partners contribute their skills and effort to the 
management of the business without any contribution to the capital. In this kind of Sharikah 
two or more persons may work to ward achieving predetermined and mutually agreed 
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business goals by pooling in their physical and/or mental labor but without pooling in capital 
investment. Such form ofbusiness is feasible only for such business operations whose capital 
intensity is nil or virtually zero. It is confined to small-scale business only. 
Sharikah Al-Wujuh, the partners use their goodwiH, their creditworthiness and their 
contacts for promoting their business without contributing to the capital. Here the partners 
enhance the public image ofthe enterprise because oftheir high standing in the market and/or 
in the society, which could help the enterprise in completing preconditions for rapid take off 
and in achieving vigorous expansion in sales, (Al-Jaziery, 1392, pp67-76). 
Conditions and Requirements or Musharakah or Sharikah Mode of Financing 
There are different conditions and requirements for each kind of Musharakah or 
Sharikah financing has to be met as it came in A]-Jaziery Fiqh Book such as: 
First: Sharikah Al-Anan 
1) The participant capital has to be a liquid capital. 
The shared capital has to be available at the time of agreement. 
3) No contract on debt for the Sharikah. If one party has a debt to the other party then 
no partnership can be done between them. 
4) The form of the agreement has to be clear for the agreement contract from both sides. 
5) Both contractors have to be matured. 
Second: Sharikah Al-Mufawadah 
1) The capital share has to be equal. 
2) Both partners have to be matured and Muslim. 
3) The partnership has to be unrestricted. 
4) The partnership has to be unrestricted, which means it can be in any Idnd of business 
(permissible by Islam) without any restriction, (Al-Jaziery, 1392, pp78-81). 
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Basis of Musharakah or Sharikah 
There must be three pillars for any Musharakah. or Sharikah agreement: one relates 
to the contractors (affirmative from one party and acceptance from the other party), the other 
to the contract form, and the third to the place. Everything has to be specified and written 
down, (A]-Jaziery, 1392, p76). 
Muzara'ah Mode of Financing 
Muzara'ah is a contract between a land owner and a tenant for cultivating the land on 
a product-sharing basis. It is sharecropping arrangements by which the landowner allows a 
tenant to cultivate a plot of land with both parties sharing the harvest (either share of the 
harvest itself or its price) at the end of the season or year. The landowner has to supply all 
the equipment needed and the seeds, and the tenants share his work and labor only. Both 
have to share the profit on a proportional basis. The requirements from one party are land, 
equipment, and seeds and from the other party is labor and management. Also it means a 
lease of land for cultivation against a share of production as a payment (sharecropping), (Al- 
Jaziery, 1392, ppl-4). 
Musaq'ah Mode of Financing 
Musaq'ah (Orchard-Keeping) is a contract between orchard owner and a tenant to 
take care of it and both parties share the harvest (same as Muzara'ah) at the end ofthe season 
or the year on a specified ratio of the profit, (Al-Jaziery, 1392, pp2l-33). 
Murabahah Mode of Financing 
Murabahah is considered a resale contract with specific gain or profit or it is a sale at 
a specific profit margin. Any client who wishes to purchase equipment or goods requests that 
from a surplus unit to purchase these items at cost plus a declared reasonable profit, (Qureshi, 
Ariff and Mannan, ed, 1990, p54). The payment will be settled according to an agreed time 
frame, either in instalments or lump sums. The seller undertakes all the management needed 
to purchase the goods or equipment and also bears the risk for that goods or equipment until 
they have been delivered to the buyer, (Chapra, 1985, p262). 
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Sulum Mode of Financing 
Sulum means a buyer pays in advance for a specified quantity and quality of a 
commodity, deliverable on a specific date at an agreed price. This financing technique, similar 
to a future or forward-purchase contract is particularly applicable to seasonal agriculture 
purchase but it can also be sued to buy other goods in cases where the seller needs working 
capital before delivery. This mode of financing will benefit the seller of goods and increase 
the productive capital. The requirements of sulurn are forms, entrepreneurs, goods and 
services. Concerning the forms there should be acceptance from both parties. The 
entrepreneurs are seller and buyer. Concerning goods and services it means the price, kind, 
quantity, and quality of the goods which should be specified and known. 
Bay'e, (Sale) and Bayle Al-Ajjal Mode of Financing 
Bay'e refers to a sale against deferred payment (either in lump sums or installments). 
Bay'e AJ-Aýal does not need to have any reference to the profit margin that the supplier may 
earn. Its essential element which distinguishes it from a normal sale is the deferred payment, 
(Chapra, 1985, p169). 
jarah Wa Iktina Mode of Financing 
Ijarah wa lktinaa (renting or leasing) means to lease or hire a particular goods or 
commodity against rent for a specific period to utilize its services and get some return. This 
is similar to leasing and installment-loan or hire-purchase. This technique as applied by 
Islamic banks, should be used productively and in accordance with Islamic Law. Fahim Khan 
views about the conditions which have to be met for leasing is as follow: 
1) The entrepreneur has to sign an agreed contract between both parties. 
2) The service or benefit the asset will provide should be clearly known to both parties. 
3) The duration of the contact has to be well known to both parties. 
4) The leasing contract will terminate if the asset leases to give the service for which it 
was rcnted for. 
The asset will remain under the ownership of the lessor. He is responsible for its 
maintenance so it would give the service it was rented for. 
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If the asset damaged during the period of the contract, the contract will not remain 
valid. 
7) The asset cannot be sold to the lessee at a predetennined price at the expiry of the 
contract. In case it will be sold then the price has to be detennined when the contract 
wiU expire, (Khan, 1995, p82). 
Muqaradah Mode of Financing or Interest -Free Loan 
Muqaradah derived from the Arabic word "Qurd" which means cutting a piece from 
the whole or giving some of what one own (money for example) to another one to use if for 
his needs as a loan. It is a loan contract to get interest free loans, but the borrower has to 
return that loan (Money or whatever it is) back to the lender exactly the same without any 
addition, profit or interest, (AI-Zehiely, 1985, pp719-727). 
Rahn Mode of Financing 
Rahn (deposit as security) is depositing an asset as a mortgage and getting a loan to 
invest it or make use of it. Anything can be sold, it can be mortgaged, (Al-Jaziery, 1392, 
p319). 
Wade'ah Mode of Financing 
Wade'ah (deposit) is depositing the object or cash or any asset with somebody as a 
trust. The goal is to take good care of it from stealing or losing it. The depositor can pay to 
the depositary a price or a return for his work as salary. Wade"ah has to be paid back any 
time the owner asks for it. The depositary cannot use that deposit for his own benefit, (A]- 
Jaziery, 1392, pp248-249). 
406 
Appendix 11 
The financial performance of East African Development 
Bank 
The following Tables have been reproduced from Murindies Article " The Financial 
Performance of the East African Development Bank: A Retrospective Analysis" by 
permission. Data from these tables has been used as a comparison tool in the performance 
analysis between IDB and East African Development Bank in chapter eight. 
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Table 4 Selected financial ratios (in %) for the EADB. 1968 - 93 
Year RONA U-37 117Y 
1969 1 10 1.15 003 60.10 
1969 509 498 004 3503 
1970 909 593 004 34.23 
1971 1 106 485 009 45.63 - 
1972 11.71 2.12 021 46.35 29.31 
1973 9.92 4.49 039 3876 - 5 11 
1974 1004 5.95 0.45 43.83 1 
1975 1006 1.94 0.91 39.38 22.29 
1976 7.71 3.02 1.29 35.28 1594 
1977 6.91 -2.49 1.24 45.39 2907 
1978 7.44 5.45 1.54 37.06 6.63 
1979 9.06 5.73 1.69 29.43 1638 
1990 9.35 3.24 1.97 3491 2097 
1981 8.61 3.59 2.15 2286 30.30 
1982 996 259 1. i2 26.09 29.76 
1993 8.19 6.98 2.24 26.49 22.26 
1984 7.07 9.72 2.41 2417 20.10 
1983 6.55 9.98 2.38 2406 23.43 
1996 5.79 7.95 194 2610 20.47 
1997 4.96 3.24 1.21 2381 33.11 
1989 394 293 1.22 19.11 3894 
19a9 4.40 1.24 1.10 13.83 47.17 
1990 3.85 0.56 1.13 19.19 57.21 
1991 (1.98) (13.62) 1.32 15.29 9521 
1992 4.23 0.76 1.10 16.30 47.54 
1993 6.19 5.54 0.91 22.51 20,64 
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Table 4 Selecied financial ratios (in %) ror the EADI). 1969 - 93 fconlinued) 
r«pr ROM 1fol. 
1968 1.09 1.04 
1964) 306 5.33 
1970 806 8.58 
1971 11.01 30.69 
1972 32 12 1168 2643 
1973 17 t4 989 17777 
1974 9.95 14-43 
9973 260 924 13.45 
1976 0.17 7.37 1033 
1977 0.31 659 840 
1978 007 32 945 
1979 0.18 _ 7.86 11 19 
1980 022 9.16 12.52 
1981 0.32 8.45 11.81 
1982 0.32 9.80 15.15 
1983 024 8.02 13.34 
1984 002 687 1137 
1985 023 632 9.09 
1996 022 - 5.56 8.26 
1987 3613 0.93 463 8.51 
1988 42.47 OA7 384 5.96 
1989 3608 098 4.31 6.32 
1990 58.13 063 382 403 
1991 22.03 0.83 (2.01) (420) 
1992 5907 1.30 4.21 3.20 
1993 25.12 1.30 623 4.58 
Table 4 Selected financial ratios (in %) for the EADB. 1968 - 93 (concluded) 
/))= AA 
r«r (Y)71 
1968 001 16505 
1%9 008 27676 
1 97n 01. 278.56 
1971 036 210.39 
1972 066 12473 
197) 1949 14925 
1974 164 1705) 
1975 2.71 11287 
1976 359 116.71 
1977 364 90.23 
1978 369 126.00 
1979 4.32 122.42 
1980 382 110.74 
1981 462 11038 
1982 444 10886 
1983 4 15 123.96 
1934 4.10 131.79 
1985 4.76 12657 
1986 467 126.55 
1987 466 113.57 
1998 379 11454 
1989 5.72 10503 
19m 563 102.08 
1991 592 63.17 
1992 584 10304 
1 199) 509 13475 
Stmomv: Based on data obWned rrom EAVB Anmial Reports and surnmarised in appendix 
table All 
Mmer see text for explanation of ratios: brackets around data indicate negative value. 
- dewes missing data 
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Table 5 Summary statistics for the financial ratios in 'rabic 4 
Financial lato Mew Vl(ukkw 
Lkwatim 
Alimmum lylartilliml 
RONA 623 4.13 -2.92 1171 
ROE 1 3.48 4.24 -12.05 1 998 
ME 120 077 003 _7 41 
AETI 30-90 1156 13.83 6010 
PTY 24.47 2119 99.22 
pip 0.25 0.22 1.02 
DRDR 0.24 0.44 1.30 
ROTA 6.08 406 -2.91 1168 
ROL 15.79 33.95 -4.58 177.77 
COTL 4.10 3.49 0.01 18.49 
OROE 135.33 50.25 63.17 278. 
Source: The data for for computing the summary statistics were obtained rrom Table 4. 
the data were manipulated using TSP Version 4.2A, 
Nales: - denotes nissing values. 
Tsbk I Psindo dsa W rmks for the SDI modd 
AmadswvpcaKmwwAmrAmwmdn lul )w 1989 Im 1991 1992 1993 
SIDA Amds (SDR am's) 14461 14297 15133 17414 11461 1263S 
AmmW mrsit (SDR DUB A) 14461 14381 14716 16273 134.19 1 IW9 
A" pid m SIDA fa*& N 2 2 2 2 1 1 
AW WM MR OWN 3" 440) 46cs 44593 42118 42077 
AamW pmfiu (SDI DWI) 0 1193 50 233 (5249) 320 2323 
wdluwý 0 1 0 0 
km MMA mandq pmrg (WR MCI) 4698 57.10 
1 6316 4606 64 Va 61.35 53 IN 
EADB't ric* icodq mic N 14 14 14 14 14 14 14 
WM=wQWB* 
9% 
313 447 5.02 10.91 4.56 219 
UBOR w SDR fiads Lim 415 3.19 1 1016 3.01 403 
SDIN" lj)buwoG'%Atr*cD9d"wj 39.12 4.43 S12 120.77 3115 11.62 
lbl WO as UBOR Cog Of bwm%IP4 23.54 43.00 37.00 13.31 41.59 
Sp~ S»&mdmxctcb, i ftwAnaWRepomafikEADILI9V-1993. 
dcmcd hmcqamall) pm is= 9%ustl &UBOR an SM 64 
60 dcmcd hm cqam (2) ra a lcxl 
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Table 7 Portfolio growl h or the East Arrican Development Bank. 1968. 
93 
I huis. SDII millitmis 
rear /. Ixul. v 
tnitstandbig 
1.. *(Ilf io* 7bial 
1969 10.2 10.2 
1969 13.2 132 
1970 17.5 0.1 176 
1971 7.2 0.3 7.5 
1972 98 05 10.3 
1973 1.3 0.9 2.1 
1974 16.7 0.8 17.5 
1973 19.9 0.7 20.6 
1976 24.6 0.8 25.4 
1977 27.3 1.4 28.7 
1979 29.9 1.3 31.2 
1979 298 1.4 31.2 
1980 31.3 1.6 32.9 
1981 30.8 1.4 32.2 
1932 30.6 1.2 31.8 
1981 33.9 11 35.0 
1984 40.3 1.0 41.3 
1995 44.4 0.8 45.2 
1986 46.1 0.6 46.7 
1997 47.9 0.5 48.30 
1988 66.4 0.6 67.0 
1989 65.3 0.5 65.8 
1990 62.8 0.4 33.2 
1991 65.2 0.3 65.5 
1992 57.3 1.0 58.5 
1993 50.3 0.6 50.9 
Mean 33.85 1 0.76 34.61 
Summary statistics 
Standard deviation 19.47 0.45 19.49 
Minimum 1.30 0.10 2.10 
Maximum 66.40 1.60 67.00 
Variance 378.95 0.20 379.81 
&mmr, c EADB (1988a-p. 17; 1988b: p 22.1999: p. 17; 1991: p. 17,1993: p. 20) 
Notes: Summary statistics computed from the series using TSP Version 4.2A. 
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Table 8 Cumulative distribution of approvals by iype of economic activity, 1968-93 
ACIA71Y Aniount alilmwed 
aw? 000 
Textiles. paper and fibre products S0407 26 
Foods. beverages. sugar and edible oils 40832 21 
Iron. steel. aluminium and glass 27304 14 
Phamaccuticals. chemicals and sal. t 11064 6 
Infrastructure 11857 6 
Cement. ceramics. quarry and clay products 10405 S 
Rubber. plastics and leather products 941S 5 
Wood and related products 11106 6 
Tourism projects 1085 6 
General 
1 
10043 5 
7iwal apixynuls IPJ516 100 
Sotares: EADB(1988&: p. 17,1988b. p. 22,1990: p. 17.1991: p. 17; 1992: p. 17; 1993: p. 17). 
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Appendix IH 
Staff Questionnaire and Analysis 
Introduction 
This appendix contains full details of the IDB performance which were detected and 
examined by the questionnaires designed for the supply side (staff of the operation 
department). 
Part One: Staff Questionnaire 
This staff form questionnaire is divided into five sections. Section one covers the 
background of the questionnaires participants, the second section covers the objectives and 
functions of the IDB, section three covers the operational aspects of the IDB, section four 
covers the resources of the IDB, and the last section about the methods of financing in the 
IDB. 
Section one: Background on Participants in the Questionnaire 
Nationality is 
2. Age is 
_. 
3. Educational background is: 
_High 
School 
Others (please specify) 
4. Education received in: 
BS ms Ph. D. 
( please tick) 
Your home country (please specify) 
Your home country and part abroad (please specify) 
5. Have you been raised in an environment which is? 
Extremely religious 
Very religious 
Not so religious 
I can't answer (please tick) 
6. To what extent is religion applied in your country? 
Extensively 
Fair 
To some extent 
Very little (please tick) 
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7. Previous jobs before joining the IDB were in: 
One of the National Development Banks (give names please) 
One of the Regional Development Banks (give names please) 
World Bank 
International Monetary Fund 
Organisation for Economic Corporation and Development 
Others (please specify) (You can tick more than one) 
8. The working experience you have had before joining the IDB was: 
1 1-5 years 3 10- 15 years 
2 5-10 years 4 More than 15 years 
9. The IDB system is: 
Quite different even though there are some similarities. 
Absolutely different. 
_ 
Very similar to my previous job. 
10. My main reason for joining the IIDB is: 
(please tick) 
It is applying an Islamic financial and economic system. 
It is a new challenge. 
It is close to Holy Cities 
I get paid more 
Others (please specify) 
Section Two: Objectives and Functions of the IDB 
The objectives of the IDB are given as: 
"To foster economic development and social progress of member countries and 
Muslim communities individually as well as jointly in accordance with the principles of the 
Shari'ah. " (Article I). 
This translates at present into the following functions 
(i) To participate in equity capital of productive projects and enterprises in member 
countries; 
(ii) to invest in economic and social infrastructure projects in member countries by way 
of participation or other financial arrangements; 
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(iii) to make loans to the private and public sectors for the financing of productive 
projects, enterprises and programmed in member countries; 
(iv) to establish and operate Special Funds for specific purposes including a Fund for 
assistance to Muslim communities in non-member countries; 
(V) to operate trust funds; 
(vi) to accept deposits and to raise funds in any other manner; 
(vii) to assist in the promotion of foreign trade, especially in capital goods, among member 
countries; 
(viii) to invest suitably funds not needed in its operations; 
(ix) to provide technical assistance to member countries; 
(X) to extend training facilities for personnel engaged in development activities in member 
countries; 
(xi) to undertake research for enabling the economic, financial and banking activities in 
Muslim countries to conform to the Shari'ah; 
(xii) to co-operate, subject to this Agreement, in such a manner as the Bank may deem 
appropriate, with all bodies, institutions and organisations having similar purposes, in 
pursuance of international econon-dc co-operation; 
(xiii) to undertake any other activities which may advance its purpose. (Article 2) 
I Do you think that the objective of the IDB is acceptable or specific enough. 
a) to work as a development bank 
Yes No 
b) to work as an Islamic development bank 
Yes 
2. 
3 
No 
Probably 
Probably 
If your answer to (1) above is no in either a) or b), what other objectives would you 
suggest for the IDB? 
The functions listed above are based upon the overall objective of the IDB. Arethese 
functions comprehensive? 
Yes No 
4. if your answer to (3) above is No, what other functions would you suggest for the 
IDB? (please specify) 
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5. Do you think that the IDB should practice purely as a bank or should have wider 
scope to include some non-banking activities as well (such as collection and 
distribution of Zakah and charitable flands)? 
Yes No 
6. If your answer to (5) above is yes, what non-bank activities would you include? 
(please specify) 
Section Three: Operational Aspects 
The operations of IDB consists of the following: 
I Ordinary operations will be those financed from the ordinary Capital Resources of the 
Bank. 
2. Special operations will be those financed from the Special Fund Resources. 
3. Trust Operations will be those financed from the Trust Fund Resources. (Article 13) 
At present the IDB uses the following activities and ordinary operational techniques: 
I. Interest free loans 
2. Equity-participation 
3. Instalments sale 
4. Leasing 
5. Profit-sharing 
6. Technical Assistance (Information Bulletin 1987) 
1. Are you aware of these techniques? 
Yes No 
if your answer to (1) above is No, go to Section IV please. 
2. Are these techniques adequate to fulfil the objectives of the IDB? 
Yes No 
3. If your answer to (2) above is No; 
a) What objectives fail to be fulfilled by these techniques? (please explain) 
b) What techniques could be employed to achieve these objectives mentioned in 3 (a) 
above? (please explain) 
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4. Is the distribution of use of the above techniques appropriate in your view? 
Yes No 
5. If your answer to (4) above is No, 
a) What changes would you like to see? (please specify) 
b) Why? (please explain) 
6. Are the above techniques employed in an Islamic manner? 
Yes No Not Sure 
7. If your answer to (6) above is No, explain why and how they can be improved? 
S. Are there sufficient controls on financing and to ensure repayment of the same? 
Yes No 
9. If your answer to (8) above is No, 
1. Is it because of. 
a) the nature of the techniques being used 
Yes No 
b) the lack of monitoring and supervision 
Yes No 
c) lack response on the part of the recipients 
Yes No 
d) Others (please specify) 
11. What mechanism will you suggest to improve the controls (please use extra sheet if 
necessary) 
10. Is the speed of operations in the IDB satisfactory? 
Yes No 
11. If your answer to (10) above is No, then; 
a) is it due to the requirement of financing techniques being used: 
Yes No 
b) other reasons (please specify) 
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12. Can the speed of operations be improved? 
Yes No I do not know 
13. If your answer to (12) above is yes, (please explain how). 
14. Can the bank increase size of its operations with the existing capital? 
Yes No May be 
15. If your answer to (14) above is yes, why it has not been able to do so? (please 
explain) 
16. Does the current size of operations relative to its capital compare favourably with the 
size of operations of other international development finance institutions relative to 
their own capital? 
Yes No I do not know 
17. If your answer to (16) above is No, by how much should it be expanded? (please 
explain) 
18. Does the economic performance (profitability) of financing compare favourably with 
the performance of other development banks? 
Yes No I do not know 
19. If your answer to (18) above is No, is it a matter of concern? 
Yes No I do not know 
20. If your answer to (19) above is No, why not? (please explain) 
21. If your answer to (19) above is Yes, can it be improved? 
22. If your answer to (21) above is Yes, how can it be improved? 
23. If your answer to (21) above is No, why not? ( please explain) 
24. Is the number of staffs of the bank sufficient to handle the present size of operations? 
Yes No 
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25. If your answer to (24) above is No, how much more staff is needed and for what 
purpose? 
26. Are the staffs of the bank well qualified to perform the functions of IDB? 
a) as a development bank Yes No 
b) as an Islamic development bank Yes No 
27. If your answer to (26) above is No, what is the deficiency, and how it can be 
removed? (please explain) 
Section Four: Resources 
The Resources of the IDB include: 
1. Ordinary Capital Resources which include: 
(i) the capital subscribed in, accordance with Article 5; 
(ii) deposits placed with the Bank pursuant to Article 8; 
(iii) amounts received in repayment of loans, from the sale of its equity holdings 
and as income investments related to its ordinary operations ; 
(iv) any other funds raised or received by the Bank, or placed at its disposal, or 
income received by it, which do not form part of Special Fund Resources and 
Trust Fund Resources referred to in Articles 10 and II respectively. (Article 9) 
2. Special Fund Resources which include: 
(i) funds contributed by members for inclusion in any Special Fund; 
(ii) funds allocated by the Bank to any Special Fund from net income arising out of 
its, ordinary operations; 
(iii) funds repaid in respect of financing from the resources of a Special Fund; 
(iv) income derived from operations financed by a Special Fund; and 
(v) any other resources receive by, or placed at the disposal of, any Special Fund. 
(Article 10) 
3. Trust Fund Resources which include: 
resources received by the Bank to be administered in accordance with the terms 
of the Trust; 
(ii) funds repaid or received in respect of operations financed by Trust Funds; and 
(iii) income derived from operations financed by Trust Funds. (Article 11) 
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1. Are the financial resources and other resources of the IDB adequate in your 
perspective? 
Yes No 
2. If your answer to (1) above is No, why they are not adequate? (please specify) 
Additional financial resources have been mobilised by: 
1. The investment Deposit Scheme 
2. Islamic Banks Portfolio 
3. Longer Term Trade Financing Scheme 
4. IDB Unit Investment Fund (Fourteenth Annual Report p. 39) 
3. Do you think that these resources mobilisation programs are sufficient? 
Yes No 
4. If your answer to (3) above is No, why not? (Please explain) 
5. What other financial instruments should the IDB utilise? (Please explain) 
6. Do you regard the level of expertise and knowledge in the IDB as adequate to develop 
schemes of mobilising additional resources? 
Yes No 
7. If your answer to (6) above is No, explain what improvements could be made? 
Section Five: Methods of Financing 
Project financing can be done with various methods in: 
Mark-up based financing 
Leasing based financing 
Equity participation 
Profit-sharing 
Interest-free loans on basis of service charge. 
1. Which methods are being predominantly used in project financing? (Please tick) 
What is the criteria for evaluation or selection of projects? (Please explain) 
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3. Are social consideration also kept view in the selection? 
Yes No 
4. If your answer to (3) above is Yes, what are the social dimensions? (Please specify) 
5. Do you think that the IDB should be involved more in profit-sharing projects? 
Yes No 
6. If your answer to (5) above is No, then the reasons for not using that mode of financing 
frequently because: 
It is very risky. 
It is not profitable. 
It needs close supervision. 
It needs high level of expertise to control and monitor. 
Others (please specify) 
7. Do you think that leasing based financing should be used more by the IDB? 
Yes No 
8. If your answer to (7) above is Yes, what do you think is the spirit behind this method? 
(Please explain) 
9. Do you think that the IDB should be concerned more with equity-financing? 
Yes No 
10. If your answer to (9) above is Yes, then the reason for using it is: 
More accurate and less variability of returns. 
Relating risk and return more accurately in uncertain conditions. 
Useful to finance small and middle sized ventures. 
Others (please specify) 
11. Do you think the IDB should use interest-free loans more frequently for financing 
projects? 
Yes No 
12. If your answer to (11) above is Yes, please explain why? 
13. If your answer to (11) above is No, please explain why? 
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14. Is mark-up based financing considered very profitably for project financing in the 
IDB? 
Yes No 
15. If your answer to (14) above is yes, please explain why? 
16. If your answer to (14) above is No, please explain why? 
17. What other Islamic methods of financing you think the IDB can use? (Please explain) 
At present the IDB Trade Finance techniques include the following: 
A. Import Trade Financing Operations 
B. Longer Term Trade Financing Scheme 
C. Islamic Bank's Portfolio (Annual Report 1992-1993 p. 76) 
IS. Are these Trade techniques adequate to fulfil the objectives of the IDB? 
Yes No 
19. If your answer to (18) above is No, what other techniques could be employed? 
(Please explain) 
20. Do you think the IDB is facing any difficulties in Trade Finance? 
Yes No 
21. If your answer to (20) above is yes, what are these difficulties or obstacles? (Please 
specify) 
22. What is the rate of return charge on trade financing? 
23. How does it compare with international rate on trade financing? 
I-Egher Lower Same or almost same 
24. Is LIBOR kept in view in determining the rate of return on trade financing? 
Yes No 
427 
25. Can there be any other possible basis for determining the rate of return on trade 
financing. 
Yes No 
26. If your answer to (25) above is Yes, please explain? 
Part Two: Questionnaire's Analysis 
SPSS Base 8.0 was used as tool of analysis for this questionnaire. The closed end 
questions are without any further explanations depending on the choices stated in the 
question. The following key will help also to understand the table codes: 
O=No I =Yes 2= Probably, Not sure, May be, Do not know 
8= Do not suppose to answer 9= Did not respond 
The open end questions will be analysed according to the respondent's answers. 
Section one: Background on Participants in the Questionnaire 
Nationality is 
Table I shows the nationality of the respondents. 15.4% of the respondents are from 
North Africa, 3 8.5% from Africa, 20.5% from South East Asia, 17.9% from the Middle East, 
5.1 % from Europe, and 2.6% did not answer. This shows that Muslims from different parts 
of the world are recruited in the IDB. 
Table 1: Staff Nationality 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 6 15.4 15.4 15.4 
2.00 15 38.5 38.5 53.8 
3.00 8 20.5 20.5 74.4 
4.00 7 17.9 17.9 92.3 
5.00 2 5.1 5.1 97.4 
9.00 1 2.6 2.6 100.0 
Total 39 100.0 100.0 
Age is 
Table 2 shows the respondent's age. 7.7% of the staff their age range between 30 and 
39,33.3% range between 40 and 49,56.4% are over fifty, and 2.6% did not respond. This 
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indicates that the majority of the staff are over forty years old which means they have the 
experience in their fields. It indicates also that the IDB is not recruiting new graduates who 
do not have the experience. 
Table 2: Staffs Age 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 3 7.7 7.7 7.7 
2.00 13 33.3 33.3 41.0 
3.00 22 56.4 56.4 97.4 
9.00 1 2.6 2.6 100.0 
Total 39 100.0 100.0 
3. Educational background is: 
I_ I-Iigh School 2 BS 3 MS 4 
5 Others (please specify) 
Table 3: Educational Background of the Staff 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 2.00 5 12.8 12.8 12.8 
3.00 15 38.5 38.5 51.3 
4.00 17 43.6 43.6 94.9 
5.00 1 2.6 2.6 97.4 
9.00 1 2.6 2.6 100.0 
Total 39 100.0 100.0 
Ph. D. 
( please tick) 
This indicates that the majority of the staff have a high degree of education. 
4. Education received in: 
I Your home country (please specify) 
2 Your home country and part abroad (please specify) 
Table 4: Place of Education 
Frequency Percent Valid Curnulativ 
Percent e Percent 
Valid 1.00 5 12.8 12.8 12.8 
2.00 34 87.2 87.2 100.0 
Total 39 100.0 100.0 
This indicate that the IDB staff are exposed to the western education and culture. 
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5. Have you been raised in an environment which is: 
1 Extremely religious 
2 Very religious 
3 Not so religious 
can't answer (please tick) 
Table 5: Childhood Environment 
Frequency Percent Valid 
Percent 
Valid 1.00 3 7.7 7.7 
2.00 26 66.7 66.7 
3.00 8 20.5 20.5 
4.00 2 5.1 5.1 
Total 39 100.0 100.0 
Cumulative 
Percent 
7.7 
74.4 
94.9 
100.0 
6. To what extent is religion applied in your country? 
I Extensively 
Fair 
To some extent 
4 Very little 
Table 6: Application of Religion in Home Country 
Frequency Percent Valid Cumulative 
(please tick) 
Percent Percent 
Valid 1.00 14 35.9 35.9 35.9 
2.00 22 56.4 56.4 92.3 
3.00 2 5.1 5.1 97.4 
4.00 1 2.6 2.6 100.0 
Total 39 100.0 100.0 
This indicat e that the home country of the majority (92.3%) are applying religion in 
their practical life as a whole nation which will help in accepting Islamic banking and 
accelerate their applications. 
7. Previous job before joining the IDB was in: 
I One of the National Development Banks (give name please) 
2 One of the Regional Development Banks (give name please) 
World Bank 
4 International Monetary Fund 
5 Organisation for Economic Corporation and Development 
6 Others (please specify) (You can tick more than one) 
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The staff were asked about their previous job before joining the IDB to know if they 
worked in any conventional development bank or organisation and how much influence does 
that have in their experience and application in the Islamic development banking. 23.1% of 
the respondents (see Table 7) worked in one ofthe national development banks, 5.1 % worked 
in one of the regional development banks, 5.1% worked in the world Bank, and 66.7% of 
them worked in different organisations such as state planning organisation, Economic 
Research Department, Government and private sector, Zakah House, Education and 
Government Affairs, and International companies. This indicate that only 33.3% of the staff 
worked in development institutions and they might be influenced by their previous experience 
and 66.7% worked in different organisation which means the IDB is completely new 
environment for them 
Table 7: Place of Previous Job 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 9 23.1 23.1 23.1 
2.00 2 5.1 5.1 28.2 
3.00 2 5.1 5.1 33.3 
6.00 26 66.7 66.7 100.0 
Total 39 100.0 100.0 
8. The working experience you have had before joining the IDB was: 
1 1-5 years 3 10-15 years 
2 5-10 years 4 More than 15 years (please tick) 
The staff were asked about the duration time of their working experience before 
joining the IDB (Table 8) to know to what extent does that affect their working in the IDB. 
Table 8: Period of Working Experience 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 6 15.4 15.4 15.4 
2.00 5 12.8 12.8 28.2 
3.00 10 25.6 25.6 53.8 
4.00 17 43.6 43.6 97.4 
9.00 1 2.6 2.6 100.0 
Total 39 100.0 100.0 
The IDB system is: 
I Quite different even though there are some similarities. 
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2 Absolutely different. 
3 Very similar to my previous job. 
Indicating staff opinions about the difference of the IDB from their previous 
experience; their responses are shown in table 9. 
Table 9: Difference of IDB from Previous Experience 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 14 35.9 35.9 35.9 
2.00 14 35.9 35.9 71.8 
3.00 9 23.1 23.1 94.9 
9.00 2 5.1 5.1 100.0 
Total 39 100.0 100.0 
10. My main reason forjoining the IDB is: 
I It is applying an Islamic financial and economic system. 
2 It is a new challenge. 
3 It is close to Holy Cities 
41 get paid more 
5 Others (please specify) 
Table 10: Main Reasons for Joining the IDB 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 4 10.3 10.3 10.3 
2.00 10 25.6 25.6 35.9 
3.00 3 7.7 7.7 43.6 
4.00 5 12.8 12.8 56.4 
5.00 15 38.5 38.5 94.9 
9.00 2 5.1 5.1 100.0 
Total 39 100.0 100.0 
Table II shows different other reasons for joining the IDB. 2.6% said because it is 
a new experience, the other 2.6% said it is offering better working hours and more 
convenient, another 2.6% said to serve the Islamic Ummah, 2.6% said it is an international 
exposure, and 89.3% did not respond to this question. 
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Table 11: Other Reasons for Joining the IDB 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 1 2.6 2.6 2.6 
2.00 1 2.6 2.6 5.1 
3.00 1 2.6 2.6 7.7 
4.00 1 2.6 2.6 10.3 
9.00 35 89.7 89.7 100.0 
Total 39 100.0 100.0 
Section Two: Objectives and Functions of the IDB 
1. Do you think that the objective of the IDB is acceptable or specific enough. 
a) to work as a development bank 
Yes No 
Table 12: Objective s Specification As a Development Bank 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 1 2.6 2.6 2.6 1.00 32 82.1 82.1 84.6 
2.00 1 2.6 2.6 87.2 
9.00 5 12.8 12.8 100.0 
Total 39 100.0 100.0 
b) to work as an Islamic development bank 
Yes No 
Table 13: Objectives Specification As an Islamic Development Bank 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 1 2.6 2.6 2.6 1.00 36 92.3 92.3 94.9 
2.00 1 2.6 2.6 97.4 
9.00 1 2.6 2.6 100.0 
Total 39 100.0 100.0 
Probably 
Probably 
The answers to these two questions indicate that the objectives are specific and clear 
for the IDB to work either as a development bank or as an Islamic development bank. 
2. If your answer to (1) above is no in either a) or b), what other objectives would you 
suggest for the IDB? 
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Table 14 shows that 2.6% of the respondents were criticising the approach and the 
system of the IDB not the goal, and the other 2.6% were suggesting further promotion of 
Islamic banking in its member countries. 92.3 % of the respondents should not answer the 
question, and 2.6% did not answer completely. All of this indicate that the respondents think 
the IDB can work as both a conventional and Islamic development bank which imply there 
is no difference. 
Table 14: Objectives Suggested 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 1 2.6 2.6 2.6 
2.00 1 2.6 2.6 5.1 
8.00 36 92.3 92.3 97.4 
9.00 1 2.6 2.6 100.0 
Total 39 100.0 100.0 
3. The functions listed above are based upon the overall objective of the JDB. Are these 
functions comprehensive? 
Yes No 
Table IS: Functions Comprehensiveness 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 1 2.6 2.6 2.6 1.00 37 94.9 94.9 97.4 
9.00 1 2.6 2.6 100.0 
Total 39 100.0 100.0 
4. If your answer to (3) above is No, what other functions would you suggest for the 
IDB? (please specify) 
Table 16 shows that 5.1% (cumulative percent) of the respondents had suggested 
more functions for the IIDB. 2.6% are suggesting that the assistance to Muslim communities 
in member countries in the event of natural disasters to be made as a fiInction; and the other 
2.6% said that some other functions such as UIF, ICIEC and LTF are taking place. 92.3 % 
of the respondents are excluded and 2.6 % did not respond. 
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Table 16: Suggested Functions 
Frequency Percent 
Valid 1.00 1 2.6 
2.00 1 2.6 
8.00 36 92.3 
9.00 1 2.6 
Total 39 100.0 
Valid Cumulative 
Percent Percent 
2.6 2.6 
2.6 5.1 
92.3 97.4 
2.6 100.0 
100.0 
This indicate that both the goal of the IDB is specific enough and the functions are 
comprehensive and the one who was commenting on the approach and the system brings a 
strong point. 
5. Do you think that the IDB should practice purely as a bank or should have wider scope 
to include some non-banking activities as well (such as collection and distribution of 
Zakah and charitable funds)? 
Yes No 
It was important to know the staff opinion about whether they think the IDB should 
practice purely as a development bank or it should have wider scope to include some non- 
banking activities. 
Table 17: Preference of Non - Banking Activities 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 27 69.2 69.2 69.2 1.00 12 30.8 30.8 100.0 
Total 39 100.0 100.0 
6. If your answer to (5) above is yes, what non-bank activities would you include? (please 
specify) 
Looking at table 18 shows that 2.6% suggested to have a religious and social activities 
(specially education) as non banking activities for the Islamic development bank. Another 2.6 
% suggested that the Bank should concentrate on developing human resources because 
international institutions do not help beneficiaries to develop the capabilities that would enable 
them to run projects without the help of foreign experts. 2.6 % also suggested to have an 
opening for retail transactions for individuals and small to medium size business. Another 2.6 
% suggested several activities for the IDB such as: development of concession financing, 
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development of commercial financing, and development of charitable functions through its 
special assistance programmes. 12.8 % suggested that the Bank has to act as a conduit for 
collection and distribution of Zakah and other charitable funds house. 2.6 % also suggested 
that the Bank has to organise the Wakf properties in its member countries which can be a very 
important source of income (resource mobilisation) and employment creations activities. 
Another 2.6 % said there is already some non banking activities are taking place such as 
sacrificial meat project. 
Some of these suggestions concentrate on social activities which coincide with the 
theory of Islamic development bank which says it should aim for socio-economic 
development. Concerning Zakah and Wakf activities, these are not acceptable because in 
Islam these should have their own policy and law, according to Islam it never can be as 
departments in a development bank. Actually, the majority preferred that the IDB should 
work purely as a development bank, and the minority had some suggestions for non-banking 
activities. 
Table 18: Suggestions for Non - Banking Activities 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 1 2.6 2.6 2.6 
2.00 1 2.6 2.6 5.1 
3.00 1 2.6 2.6 7.7 
4.00 1 2.6 2.6 10.3 
5.00 5 12.8 12.8 23.1 
6.00 1 2.6 2.6 25.6 
7.00 1 2.6 2.6 28.2 
8.00 27 69.2 69.2 97.4 
9.00 1 2.6 2.6 100.0 
Total 39 100.0 100.0 
Section Three: Operational Aspects 
1. Are you aware of the IDB ordinary operations techniques? 
Yes No 
If your answer to (1) above is No, go to Section IV please. 
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Table 19: Awareness of the Ordinary Operations Techniques 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 38 97.4 97.4 97.4 
9.00 1 2.6 2.6 100.0 
Total 39 100.0 100.0 
Are these techniques adequate to fulfil the objectives of the IDB? 
Yes No 
Table 20: Adequacy of the Ordinary Operations Techniques to Fulfil the Objectives of the 
11313 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 3 7.7 7.7 7.7 1.00 35 89.7 89.7 97.4 
9.00 1 2.6 2.6 100.0 
Total 39 100.0 100.0 
3. If your answer to (2) above is No; 
a) What objectives fail to be fulfilled by these techniques? (please explain) 
Table 21 shows that 2.6% of the 7.7% were blaming that equity participation is 
restricted to companies which carry no debt on their books which is virtually impossible to 
identify. Also they said that almost all the modes of financing are applied under a highly 
constrained manner. Therefore they are not very effective in achieving the stated 
developmental objectives. This might verify why equity mode of financing is applied and used 
lessbytheIDB. Another 2.6% blamed that loans are not given to private sector. Theanswer 
to this would be that loan are designed to be given for infrastructure projects or socio- 
economic public projects and there are some other modes of financing can be used for private 
sector which will be income generating also for the IDB keeping in mind that loan is not 
income generating for the IDB. Also, 2.6% said that neither research and training nor 
scholarships for member countries goals canbe achieved by the operational mode of financing, 
89.7% this question does not apply to them, and 2.6% did not respond. 
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Table 21: Objectives Not Fulfilled by the IDB Ordinary Operations Techniques. 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 1 2.6 2.6 2.6 
2.00 1 2.6 2.6 5.1 
3.00 1 2.6 2.6 7.7 
8.00 35 89.7 89.7 97.4 
9.00 1 2.6 2.6 100.0 
Total 39 100.0 100.0 
b) What techniques could be employed to achieve these objectives mentioned in 3 (a) 
above? (please explain) 
Table 22 shows the suggestions which can be employed to achieve those objectives 
mentioned in the last question above. The first suggestion is the relaxation of restrictions and 
increase participation of venture capital for small projects( since private sector financing is 
limited mainly because of the guarantee requirement). The other 2.6% are suggesting 
alternative means for assuring repayment need to be developed. The last 2.6% suggesting use 
of special fimd for trade promotion. The others this question does not apply to them. 
Actually all of this prove that the majority of the respondents think the modes are adequate 
and enough. 
Table 22: Suggested Techniques to Achieve the IDB Ordinary Operations 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 2.00 1 2.6 2.6 2.6 
3.00 1 2.6 2.6 5.1 
5.00 1 2.6 2.6 7.7 
8.00 36 92.3 92.3 100.0 
Total 39 100.0 100.0 
Is the distribution of use of the above techniques appropriate in your view? 
Yes No 
Table 23: Distribution of Use of IDB Ordinary Operations Techniques 
Frequency Percent Valid Cumulative 
Valid . 00 14 35.9 
1.00 22 56.4 
9.00 3 7.7 
Total 39 100.0 
Percent Percent 
35.9 35.9 
56.4 92.3 
7.7 100.0 
100.0 
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5. If your answer to (4) above is No, 
a) What changes would you like to see? (please specify) 
Those who said it is not appropriate in the previous question have several suggestion. 
The frequency of their opinions are shown in table 24.2.6% suggested that the procedures 
of those mode should be made easy, 10.3% think the IDB should increase the interest free 
loan and concessional loan, 12.8% are asking to increase equity participation, profit-sharing 
and Morabahah financing, 5.1% are asking to increase leasing and instalment sale more. 
Another 2.6% suggested a reallocation of resources, and 2.6% also suggested that the types 
and conditions of financing should be tailored more toward the degree of development of 
member countries. 64.1% are not supposed to answer. 
Table 24: Suggested Changes for the Use of lDB Operations 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 1 2.6 2.6 2.6 
2.00 4 10.3 10.3 12.8 
3.00 5 12.8 12.8 25.6 
4.00 2 5.1 5.1 30.8 
5.00 1 2.6 2.6 33.3 
6.00 1 2.6 2.6 35.9 
8.00 25 64.1 64.1 100.0 
Total 39 100.0 100.0 
b) Why? (please explain) 
Then these were asked why they have these suggestions, table 25 shows their reasons. 
17.9% think it is more suitable and Islamicly needed, 2.6% think financing of equipment and 
machinery is not adequate. 2.6% think to provide adequate mechanism for development, 
another 2.6% think that the rules and regulations should be more flexible, 2.6% also said to 
help the existing agencies, and the last 2.6% think to enlarge companies capital base. 64.1% 
this question does not apply to them. 
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Table 25: Reasons for Suggested Changes for the Use of IDB Operations 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 7 17.9 17.9 17.9 
2.00 1 2.6 2.6 20.5 
3.00 1 2.6 2.6 23.1 
4.00 1 2.6 2.6 25.6 
5.00 1 2.6 2.6 28.2 
6.00 1 2.6 2.6 30.8 
8.00 25 64.1 64.1 94.9 
9.00 2 5.1 5.1 100.0 
Total 39 100.0 100.0 
6. Are the above techniques employed in an Islamic manner? 
Yes No Not Sure 
Table 26: Application of the IDB Operations to Islamic Law 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 3 7.7 7.7 7.7 1.00 33 84.6 84.6 92.3 
2.00 1 2.6 2.6 94.9 
9.00 2 5.1 5.1 100.0 
Total 39 100.0 100.0 
If your answer to (6) above is No, explain why and how they can be improved? 
Table 27 shows that 2.6% think beneficiaries should be for Muslim countries, another 
2.6% think there should be more focus on leasing and instalment sale, and 2.6% think 
promotion of productive jobs could alleviate the inadequate wealth distribution existing in 
most Islamic countries which will help in establishing real democratic principles. 89.7% are 
not supposed to answer and 2.6% did not respond. 
Table 27: Improvement of IDB Operations Techniques 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 1 2.6 2.6 2.6 
2.00 1 2.6 2.6 5.1 
3.00 1 2.6 2.6 7.7 
8.00 35 89.7 89.7 97.4 
9.00 1 2.6 2.6 100.0 
Total 39 100.0 100.0 
8. Are there sufficient controls on financing and to ensure repayment of the same? 
Yes No 
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Table 28: Control on Financing and Repayment 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 7 17.9 17.9 17.9 1.00 30 76.9 76.9 94.9 
9.00 2 5.1 5.1 100.0 
Total 39 100.0 100.0 
9. If your answer to (8) above is No, 
I. Is it because of 
a) the nature of the techniques being used 
Yes No 
Table 29: Nature of the Techniques Being Used 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 1 2.6 2.6 2.6 1.00 2 5.1 5.1 7.7 
8.00 32 82.1 82.1 89.7 
9.00 4 10.3 10.3 100.0 
Total 39 100.0 100.0 
b) the lack of monitoring and supervision 
Yes No 
Table 30: Lack of Monitoring and Supervision 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 6 15.4 15.4 15.4 
8.00 32 82.1 82.1 97.4 
9.00 1 2.6 2.6 100.0 
Total 39 100.0 100.0 
c) lack response on the part of the recipients 
Yes No 
Table 31: Lack Response on the Part of the Recipients 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 1 2.6 2.6 2.6 
1.00 5 12.8 12.8 15.4 
8.00 32 82.1 82.1 97.4 
9.00 1 2.6 2.6 100.0 
Total 39 100.0 100.0 
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d) Others (please specify) 
Table 32: Other Reasons for Control on Financing 
Frequency Percent 
Valid 1.00 1 2.6 
8.00 32 82.1 
9.00 6 15.4 
Total 39 100.0 
Valid Cumulative 
Percent Percent 
2.6 2.6 
82.1 84.6 
15.4 100.0 
100.0 
Actually, those who said no sufficient control on financing think there are different 
reasons, but mainly lack of monitoring and supervision. They suggested some mechanism for 
control which will be discussed in the following section. 
II. What mechanism will you suggest to improve the controls (please use extra sheet if 
necessary) 
5.1% suggested more vigorous follow up of projects is required by the IDB, 2.6% 
suggested more cautions in financing is needed. 5.1% said the control are too much and the 
11DB is over cautious, this control need to be reduced and relaxed to be more flexible so the 
Bank can achieve its goal and target. e. g. limit on over dues (beyond which operations are 
stopped in member country) need to be adjusted to suit each country (cannot apply the same 
limit for all countries. ) Another suggestion is the fixed mark- up requires some adjustment 
to suit different countries, and the same for the repayment periods. Another suggestion is that 
some fields which the IDB is not financing need to be revised such as tourism, rehabilitation, 
etc. Also, size of financing for each operation is rather small for some countries that have big 
projects (e. g. Gulf Countries, Egypt, Morocco, Malaysia, Indonesia, Pakistan, etc. ). Types 
of guarantees required from the beneficiary is not convenient. 2.6% suggested also to finance 
the projects with expert potential in poorer countries. Another 2.6% suggested close follow- 
up and implementation. The rest (82.1%) this question does not apply to them (Table 33). 
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Table 33: Suggested Mechanism to Improve the Financing Control 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 2 5.1 5.1 5.1 
2.00 1 . 
2.6 2.6 7.7 
3.00 2 5.1 5.1 12.8 
4.00 1 2.6 2.6 15.4 
5.00 1 2.6 2.6 17.9 
8.00 32 82.1 82.1 100.0 
Total 39 100.0 100.0 
Section Four: Resources 
1. Are the financial resources and other resources of the IDB adequate in your perspective? 
Yes No 
Table 34: Resources Adequacy 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 10 25.6 25.6 
25.6 
1.00 28 71.8 71.8 97.4 
9.00 1 2.6 2.6 100.0 
Total 39 100.0 100.0 
2. If your answer to (1) above is No, why they are not adequate? (please specify) 
20.5% said the Bank is small if compared to the potentials of the Islamic Ummah and 
the need of IDB member countries are too great (specially in the field of infrastructure) to be 
adequately addressed by its current financial resources. 2.6% said the Bank cannot mobilise 
market resources and it is severely handicapped, Gearing/Leverage is almost nil; while other 
development banks have gearing ratios of 25 and above. All of this proves that the size and 
number of development projects in the LDCs are enormous and the financial resources of the 
IDB are not sufficient. What proves this also is the increased capital of the IDB from ID 2 
billion to ID 6 billion. 
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Table 35: Reasons for Not Having Adequate Resources 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 8 20.5 20.5 20.5 
2.00 1 2.6 2.6 23.1 
8.00 28 71.8 71.8 94.9 
9.00 2 5.1 5.1 100.0 
Total 39 100.0 100.0 
3. Do you think that these resources mobilisation programs are sufficient? 
Yes No 
Table 36: Sufficiency of Resources Mobilisation Programmes 
Frequency Percent 
Valid . 00 12 30.8 1.00 23 59.0 
9.00 4 10.3 
Total 39 100.0 
Valid Cumulative 
Percent Percent 
30.8 30.8 
59.0 89.7 
10.3 100.0 
100.0 
4. If your answer to (3) above is No, why not? (Please explain) 
Table 37 shows those different opinions. 2.6% said the mobilisation from these 
sources is constrained as the Bank is unable to use additional resources due to the lack of 
projects and trade financing requests. The Bank should strengthen its operational side in 
order to have adequate projects and trade pipe line. There should be also increase in the 
financing per project. 5.1% said these instruments are limited in scope. Their profitability (to 
investors) may not be sufficient in the long run. Investment opportunities for placing these 
funds are limited. Also, the Bank has huge potential to grow and have impact on member 
countries. 2.6% said the existing resource mobilisation did not take any effect yet. 2.6% said 
also the Bank should expand its syndication efforts. 10.3% think that their activities are 
constrained by one technicality or another. In reality this resource mobilisations as they think 
is just taking from one pocket to another, double entry bookkeeping was never a solution to 
increase resources or even mobilise them. 2.6% think they are not sufficient to attract the 
financing in the international financial market. All of this indicate that there is a deficiency in 
the resources mobilisation programs which needs more improvement. 
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Table 37: Reasons for Not Having Sufficient Resources 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 1 2.6 2.6 2.6 
2.00 2 5.1 5.1 7.7 
3.00 1 2.6 2.6 10.3 
4.00 1 2.6 2.6 12.8 
5.00 4 10.3 10.3 23.1 
6.00 1 2.6 2.6 25.6 
8.00 23 59.0 59.0 84.6 
9.00 6 15.4 15.4 100.0 
Total 39 100.0 100.0 
5. What other financial instruments should the IDB utilise? (Please explain) 
In addition to this, there are some other financial instruments the IDB should utilise. 
(Table 3 8) 7.7% suggested creating new Islamic Financial Instrument such as Mudarabah and 
other related schemes to specific projects. 10.3% said to remain Islamic, the Bank should 
open a new window for receiving investment deposits from individuals eager to avoid usury, 
and to invest the proceeds in different modes of Islamic financing. 5.1% suggested that the 
Bank should expand its syndication efforts. 2.6% said greater emphasis should be on leasing 
either direct or through Leasing Funds, and 12.8% said there are limitation and constrains in 
the Bank because the Islamic law poses constrains on the market, so it needs Islamic bonds 
for long term to attract funds from investors. In the mean time they think the IDB has no 
choice but to go to international money markets to borrow funds to augment its special funds 
resources (something that won't have Shari'ah implication). 5.1% suggested programs of 
housing under real estate development and Wakf development. 7.7% think that what is 
required is not more instruments but contentious innovation in improving and refining current 
instruments to make them more flexible to the changing demand of member countries. 
Competitiveness should be the main guide in such exercises. Answering the previous question 
proves that since the IDB is the only Islamic development bank then it needs more resource 
mobilisations programs to foster econon-dc and social development in the Islamic LDCs. 
Actually even though the majority (59%) said the resources mobilisation are sufficient and 
only 30.8% said they are not, but this percentage even though it is small it proves the increase 
in resources. 
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Table 38: Suggestions for other Financial Instruments 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 3 7.7 7.7 7.7 
2.00 4 10.3 10.3 17.9 
3.00 2 5.1 5.1 23.1 
4.00 1 2.6 2.6 25.6 
5.00 5 12.8 12.8 38.5 
6.00 2 5.1 5.1 43.6 
7.00 3 7.7 7.7 51.3 
9.00 19 48.7 48.7 100.0 
Total 39 100.0 100.0 
6. Do you regard the level of expertise and knowledge in the IDB as adequate to develop 
schemes of mobilising additional resources? 
Yes No 
Table 39: Adequacy of the Staff to Develop More Mobilisation Resources 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 16 
41.0 41.0 41.0 
1.00 21 53.8 53.8 94.9 
9.00 2 5.1 5.1 100,0 
Total 39 100.0 100.0 
7. If your answer to (6) above is No, explain what improvements could be made? 
To know the improvement which could take place table 40 shows their answers. 5.1% 
are suggesting developing commercial wing in the development banks. 28.2% think 
recruitment of highly skilled experts in the areas of finance and Islamic banking is needed. 
But, it is not easy nowadays to find experts who are familiar both with Islamic laws and 
finoance, especially those who fully understand the mechanisms of money and capital markets 
in the conventional manner and can apply these techniques to develop Islarnically acceptable 
instruments. So training of existing professional staff is a necessity. 2.6% are suggesting a 
service of specialised people and institutions are required. This indicate that training of the 
existing staff may be the solution to have well qualified personnel in the Bank. This proves 
that; since there is limited number of experts working in the IDB, then fewer schemes of 
mobilising additional resource had been introduced. 
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Table 40: More Improvement of the Resource Mobilisation 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 2 5.1 5.1 5.1 
2.00 11 28.2 28.2 33.3 
3.00 1 2.6 2.6 35.9 
8.00 21 53.8 53.8 89.7 
9.00 4 10.3 10.3 100.0 
Total 39 100.0 100.0 
Section Five: Methods of Financing 
Project financing can be done with various methods in: 
Mark-up based financing 
Leasing based financing 
Equity participation 
Profit-sharing 
Interest-free loans on basis of service charge. 
1. Which method (s) are being predominantly used in project financing? (Please tick) 
The researcher liked to know which mode of financing is being predominantly used 
in project financing. Mark-up based financing is shown in table 4 1, leasing is shown in table 
42, equity participation is shown in table 43, profit-sharing is shown in table 44, and interest- 
free loan is shown in table 45. These answers prove that since some methods of financing are 
less risky and more profitable than others then they have been used more frequently because 
mark-up, leasing and interest free are used more than equity participation or profit-sharing. 
Table 41: Mark-up Based Financing 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 14 35.9 
35.9 35.9 
1.00 25 64.1 64.1 100.0 
Total 39 100.0 100.0 
Table 42: Leasing Based Financing 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 13 33.3 33.3 
33.3 
1.00 26 66.7 66.7 100.0 
Total 39 100.0 100.0 
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Table 43: Equity Participation 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 37 94.9 
94.9 94.9 
1.00 1 2.6 2.6 97.4 
9.00 1 2.6 2.6 100.0 
Total 39 100.0 100.0 
Table 44: Profit-Sharing 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 37 94.9 94.9 94.9 1.00 1 2.6 2.6 97.4 
9.00 1 2.6 2.6 100.0 
Total 39 100.0 100.0 
Table 45: Interest-Free Loans on Basis of Service Charge 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 
23 59.0 59.0 59.0 
1.00 15 38.5 38.5 97.4 
9.00 1 2.6 2.6 100.0 
Total 39 100.0 100.0 
5. Do you think that the IDB should be involved more in profit-sharing projects? 
Yes No 
Table 46: Involvement in Profit - Sharing 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 6 15.4 15.4 15.4 1.00 32 82.1 82.1 97.4 
9.00 1 2.6 2.6 100.0 
Total 39 100.0 100.0 
6. If your answer to (5) above is No, then the reasons for not using that mode of financing 
frequently because: 
It is very risky. 
It is not profitable. 
It needs close supervision. 
It needs high level of expertise to control and monitor. 
448 
Others (please specify) 
Table 47: Risk of Profit - Sharing 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 4 10.3 10.3 10.3 1.00 4 10.3 10.3 20.5 
8.00 31 79.5 79.5 100.0 
Total 39 100.0 100.0 
Table 48: Profitability of Profit - Sharing 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 7 17.9 17.9 17.9 1.00 1 2.6 2.6 20.5 
8.00 31 79.5 79.5 100.0 
Total 39 100.0 100.0 
Table 49: Close Supervision of Profit - Sharing 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 3 
7.7 7.7 7.7 
1.00 5 12.8 12.8 20.5 
8.00 31 79.5 79.5 100.0 
Total 39 100.0 100.0 
Table 50: Control and Monitoring of Profit - Sharing 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 7 17.9 17.9 17.9 1.00 1 2.6 2.6 20.5 
8.00 31 79.5 79.5 100.0 
Total 39 100.0 100.0 
Table 51: Other Reasons of Profit - Sharing 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 7 17.9 17.9 17.9 
1.00 1 2.6 2.6 20.5 
8.00 31 79.5 79.5 100.0 
Total 39 100.0 100.0 
The previous answers prove that since profit-sharing mode of financing involve very 
high risk then it has been used on a very narrow scale and it should be expanded irrespective. 
7. Do you think that leasing based financing should be used more by the IDB? 
Yes No 
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Table 52: Use of Leasing 
Frequency Percent 
Valid . 00 6 15.4 
1.00 30 76.9 
9.00 3 7.7 
Total 39 100.0 
Valid Cumulative 
Percent Percent 
15.4 15.4 
76.9 92.3 
7.7 100.0 
100.0 
8. If your answer to (7) above is Yes, what do you think is the spirit behind this method? 
(Please explain) 
To know the spirit behind this method, 15.4% said it support resource mobilisation 
efforts and will help in more development in the member countries (Table 53), 5.1 % said to 
mobilise resource through syndication, 12.8% said it provides tangible assets and secured to 
be used. Also it is profit generating and welcomed by the member countries. 25.6% said it 
is in conformity with Shari'ah. 5.1% said it permits the beneficiary to have off-balance sheet 
financing and reduce cost because the IDB does not pay duty in member countries. Another 
5.1% said it help to increase capital function in member countries and the inherent transfer of 
technology and industrialisation to private sector development. This proves that since leasing 
techniques needs high capital then it is used on a limited base only for the countries which 
needs it badly; while it should be used more because it provides the base and asset for 
development. To ascertain this the IDB started to use lease financing more in the last three 
years of operation. 
Table 53: Spirit Behind Using Lease Mode of Financing 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 6 15.4 15.4 15.4 
2.00 2 5.1 5.1 20.5 
3.00 5 12.8 12.8 33.3 
4.00 10 25.6 25.6 59.0 
5.00 2 5.1 5.1 64.1 
6.00 2 5.1 5.1 69.2 
8.00 7 17.9 17.9 87.2 
9.00 5 12.8 12.8 100.0 
Total 39 100.0 100.0 
9. Do you think that the IDB should be concerned more with equity-financing? 
Yes No 
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Table 54: Use of Equity Financing 
Frequency Percent 
Valid . 00 15 38.5 
1.00 22 56.4 
9.00 2 5.1 
Total 39 100.0 
10. If your answer to (9) above is Yes, then the reason for using it is: 
More accurate and less variability of retums. 
Relating risk and return more accurately in uncertain conditions. 
Useful to finance small and middle sized ventures. 
Others (please specify) 
The reasons for using equity financing in the staff view are as follow: 2.6% said it is 
more accurate and less variability of returns. (Table 55) 20.5% said it is relating risk and 
return more accurately in uncertain conditions. (Table 56) 41% said it is useful to finance 
small and middle sized ventures. (Table 57) 10.3% stated some other reasons (Table 58) such 
as provides seed capital for developing viable projects. Also it generate revenue for the Bank. 
it helps also to transfer capital without the burden of debt. It does not cause any financial 
burden on the beneficiary. If well managed it may give good return to IDB. All of these 
answers indicate that equity financing should be used more, it just need good management. 
Table 55: Accuracy and Variability of Returns 
Frequency Percent Valid 
Valid . 00 22 56.4 56.4 
1.00 1 2.6 2.6 
8.00 15 38.5 38.5 
9.00 1 2.6 2.6 
Total 39 100.0 100.0 
Valid Cumulative 
Percent Percent 
38.5 38.5 
56.4 94.9 
5.1 100.0 
100.0 
Percent 
Cumulative 
Percent 
56.4 
59.0 
97.4 
100.0 
Table 56: Relating Risk and Return More Accurately 
Frequency Percent 
Valid . 00 16 41.0 1.00 8 20.5 
8.00 14 35.9 
9.00 1 2.6 
Total 39 100.0 
Valid 
Percent 
41.0 
20.5 
35.9 
2.6 
100.0 
Cumulative 
Percent 
41.0 
61.5 
97.4 
100.0 
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Table 57: Useful to Finance Small and Middle Sized Venture 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 
7 17.9 17.9 17.9 
1.00 16 41.0 41.0 59.0 
8.00 15 38.5 38.5 97.4 
9.00 1 2.6 2.6 100.0 
Total 39 100.0 100.0 
Table 58: Other Reasons to Use Equity 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 19 48.7 48.7 48.7 1.00 4 10.3 10.3 59.0 
8.00 15 38.5 38.5 97.4 
9.00 1 2.6 2.6 100.0 
Total 39 100.0 100.0 
1. Do you think the IDB should use interest-free loans more frequently for financing 
projects? 
Yes No 
Table 59: Interest - Free Loan 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 16 
41.0 41.0 41.0 
1.00 22 56.4 56.4 97.4 
9.00 1 2.6 2.6 100.0 
Total 39 100.0 100.0 
12. If your answer to (11) above is Yes, please explain why? 
The reasons for using interest free loan are: 7.7% said because in specific cases few 
projects providing social benefits such as education and healthcare. 38.5% said to meet the 
needs ofthe least developed member countries particularly for infrastructure projects because 
some least developed member countries cannot afford to borrow at high mark-ups; and some 
are undergoing structural adjustment programs which would not allow them to borrow at high 
rates. 2.6% said it is more compatible with Shari'ah. 
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Table 60: Reasons for Using Interest - Free Loan 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 3 7.7 7.7 7.7 
2.00 15 38.5 38.5 46.2 
3.00 1 2.6 2.6 48.7 
8.00 16 41.0 41.0 89.7 
9.00 4 10.3 10.3 100.0 
Total 39 100.0 100.0 
13. If your answer to (11) above is No, please explain why? 
For those who said no the IDB should not use much of interest free loan their answers 
areas follow: (Table 61) 12.8% said the IDB will loose its capital or will be reduced because 
resources are limited and interest free loans will deplete them heavily. 2.6% said zero cost 
financing will lead to less care of project selection. 2.6% think charges for financing should 
be competitive, subsidies are cancerous. Free capital is a recipe for disaster. Sponsors are 
likely to squander free capital. 5.1% think the Bank need to provide the proper n-dx of 
financing to ensure its soundness as a bank or it will be charitable bank. 5.1% said it needs 
to be used efficiently because capital is scarce in developed countries. Another 5.1% said the 
Bank is governed by Islamic rules. All of these answers show that the capital of IDB being 
limited, it needs to be properly husbanded. However, loans tie up funds over a long period 
without giving reasonable returns while IDB needs to revolve its funds fast and generate 
reasonable returns. This proves that since the interest-free loan needs high capital and it tie 
the loans for long period and it has zero rate of return then it should be used less frequently 
by the IDB. 
Table 61: Reasons for Not Using Interest - Free Loan 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 5 12.8 12.8 12.8 
2.00 1 2.6 2.6 15.4 
3.00 1 2.6 2.6 17.9 
4.00 2 5.1 5.1 23.1 
5.00 2 5.1 5.1 28.2 
6.00 2 5.1 5.1 33.3 
8.00 22 56.4 56.4 89.7 
9.00 4 10.3 10.3 100.0 
Total 39 100.0 100.0 
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14. Is mark-up based financing considered very profitable for project financing in the IDB? 
Yes No 
Table 62: Mark - Up Financing 
Frequency Percent 
Valid . 00 6 
15.4 
1.00 27 69.2 
9.00 6 15.4 
Total 39 100.0 
Valid Cumulative 
Percent Percent 
15.4 15.4 
69.2 84.6 
15.4 100.0 
100.0 
15. If your answer to (14) above is yes, please explain why? 
The reason for considering the mark-up financing very profitable are as follow: 17.9% 
said it provides a reasonable return on investment and can be adjusted according to the 
profitability of projects or the market. 23.1% said the mark-up is usually within market value 
or based on LIBOR. 5.1% said it is in accordance to Shari'ah and generate save return. 
17.9% said it is even higher than the rate charged by the World Bank and Asian Development 
Bank to some extent, and very profitable. 20.5% did not answer this question. 
Table 63: Reasons for Not Using Mark - Up Financing 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 7 17.9 17.9 17.9 
2.00 9 23.1 23.1 41.0 
3.00 2 5.1 5.1 46.2 
4.00 7 17.9 17.9 64.1 
8.00 6 15.4 15.4 79.5 
9.00 8 20.5 20.5 100.0 
Total 39 100.0 100.0 
16. If your answer to (14) above is No, please explain why? 
Then those who said no, it, is not profitable their opinions are as follow: (Table 64) 
5.1% said it helps to keep its capital at fixed amount. 2.6% said mark-ups in the IDB are very 
sticky; they are normally do not move with the market. 2.6% said it generates normal 
profitability because it is competitive with market conditions. Another 2.6% said it is barely 
above inflation rate. All of these answers prove that since mark-up based financing technique 
is easy to calculate and the profit is known then the IDB is using it more. 
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Table 64: Reasons for Not Using Mark - Up Financing 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 2 5.1 5.1 5.1 
2.00 1 2.6 2.6 7.7 
3.00 1 2.6 2.6 10.3 
4.00 1 2.6 2.6 12.8 
8.00 27 69.2 69.2 82.1 
9.00 7 17.9 17.9 100.0 
Total 39 100.0 100.0 
17. What other Islan-dc methods of financing you think the IDB can use? (Please explain) 
The researcher liked to see if the staff have some suggestions for other Islamic 
methods of financing. Table 65 shows their suggestions. 12.8% said the modes which are 
applied are sufficient, just improve them. 7.7% suggested Istisnah, 15.4% said they do not 
know, while 10.3% said the Bank should introduce more methods like real estate or provide 
financing exclusively for women. 7.7% suggested using Mudarabah and Musharakah modes 
of financing more. 2.6% suggested having Islamic stock market. 
Table 65: Other Methods of Financing 
Frequency Percent Valid Cumulative 
Valid 
Percent Percent 
1.00 5 12.8 12.8 12.8 
2.00 3 7.7 7.7 20.5 
3.00 6 15.4 15.4 35.9 
4.00 4 10.3 10.3 46.2 
5.00 3 7.7 7.7 53.8 
6.00 1 2.6 2.6 56.4 
9.00 17 43.6 43.6 100.0 
Total 39 100.0 100.0 
At present the IDB Trade Finance techniques include the following: 
A. Import Trade Financing Operations 
B. Longer-Term Trade Financing Scheme 
C. Islamic Bank's Portfolio (Annual Report 1992-1993 p. 76) 
18. Are these Trade techniques adequate to fulfil the objectives of the IDB? 
Yes No 
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Table 66: Adequacy of Trade Financing 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 
4 10.3 10.3 10.3 
1.00 31 79.5 79.5 89.7 
2.00 1 2.6 2.6 92.3 
9.00 3 7.7 7.7 100.0 
Total 39 100.0 100.0 
19. If your answer to (18) above is No, what other techniques could be employed? 
(Please explain) 
Those who said no have some suggestions (Table 67) such as: 2.6% said the same 
techniques with some improvement, 2.6% suggested insurance coverage, and 2.6% suggested 
Bai Al-Salam, and 2.6% did not respond. 
Table 67: Employment of other Techniques 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 1 2.6 2.6 2.6 
2.00 1 2.6 2.6 5.1 
3.00 1 2.6 2.6 7.7 
8.00 32 82.1 82.1 89.7 
9.00 4 10.3 10.3 100.0 
Total 39 100.0 100.0 
20. Do you think the IDB is facing any difficulties in Trade Finance? 
Yes 
Table 68: Difficulties in Trade Financing 
Frequency Percent 
Valid . 00 13 
33.3 
1.00 19 48.7 
2.00 2 5.1 
9.00 5 12.8 
Total 39 100.0 
No 
Valid Cumulative 
Percent Percent 
33.3 33.3 
48.7 82.1 
5.1 87.2 
12.8 100.0 
100.0 
These answer prove that since one of the IDB objectives is to have more co-operation 
between member countries then trade financing techniques should be introduced for economic 
links and to be used more to accomplish this objectives. 
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21. If your answer to (20) above is yes, what are these difficulties or obstacles? (Please 
specify) 
These difficulties are shown in table 69.10.3% said it is limited to only few countries, 
while 7.7% said the risk is in foreign exchange against the Islamic Dinars. 2.6% said the IDB 
is public bank oriented not private one. 17.9% said the requirement guarantee are too much, 
while 5.1% said the IDB finance only row material or semi-finished goods for further 
processing not consumer goods. These answer proves that since trade financing implies 
exchange rates of currency and this is changeable according to the market force then the IDB 
is facing some difficulties in using these modes of financing and more guarantees should be 
applied to such trade. Actually, the reason is not the exchange rate only, rather there are some 
other reasons which just stated in the previous section. 
Table 69: Obstacles to Trade Financing 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 4 10.3 10.3 10.3 
2.00 3 7.7 7.7 17.9 
3.00 1 2.6 2.6 20.5 
4.00 7 17.9 17.9 38.5 
5.00 2 5.1 5.1 43.6 
8.00 16 41.0 41.0 84.6 
9.00 6 15.4 15.4 100.0 
Total 39 100.0 100.0 
22. What is the rate of return charge on trade financing? 
Since no interest is charged on the IDB operations then the staff were asked about 
what is the rate of return charged on trade financing. 5.1% saidhigh, 5.1% saidlow. 48.7% 
said it is average, 7.7% said they do not know, while 5.1 % said it is adjustable now and then, 
and 10.3% said LIBOR rate is used; 17.9% did not answer. (Table 70) 
Table 70: Rate of Return Charged on Trade Financing 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 2 5.1 5.1 5.1 
2.00 2 5.1 5.1 10.3 
3.00 19 48.7 48.7 59.0 
4.00 3 7.7 7.7 66.7 
5.00 2 5.1 5.1 71.8 
6.00 4 10.3 10.3 82.1 
9.00 7 17.9 17.9 100.0 
Total 39 100.0 100.0 
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23. How does it compare with international rate on trade financing? 
I-Egher 2 Lower 
Table 71: Comparing of Rate of Return 
Frequency Percent Valid 
Percent 
Valid 1.00 5 12.8 12.8 
2.00 13 33.3 33.3 
3.00 9 23.1 23.1 
9.00 12 30.8 30.8 
Total 39 100.0 100.0 
Same or almost same 
Cumulative 
Percent 
12.8 
46.2 
69.2 
100.0 
24. Is LIBOR kept in view in determining the rate of return on trade financing? 
Yes 
Table 72: LIBOR Consideration 
Frequency Percent 
Valid . 00 3 
7.7 
1.00 31 79.5 
9.00 5 12.8 
Total 39 100.0 
No 
Valid Cumulative 
Percent Percent 
7.7 7.7 
79.5 87.2 
12.8 100.0 
100.0 
25. Can there be any other possible basis for determining the rate of return on trade financing. 
Yes No 
Table 73: Possibility For Suggestion For Rate of Return 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 10 25.6 25.6 25.6 1.00 20 51.3 51.3 76.9 
2.00 2 5.1 5.1 82.1 
9.00 7 17.9 17.9 100.0 
Total 39 100.0 100.0 
26. If your answer to (25) above is Yes, please explain? 
2.6% said it could be based on the general trend in the money and capital market as 
it is the case with Import Trade Financing and Longer Term Trade Financing. Another 2.6% 
said I do not know, while one said LIBOR is not the only market rate. The Bank might use 
average of return on projects proceeds by the Bank, or any other rate based on the cost of 
operations. 2.6% said there is no scientific or systematic manner. 12.8% said rates used in 
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international commodities markets can be used keeping in mind that IDB is different. Another 
12.8% said it needs more research and the risk is so high. (Table 74) 
Table 74: Suggestion For Rate of Return 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 1 2.6 2.6 2.6 
2.00 1 2.6 2.6 5.1 
3.00 1 2.6 2.6 7.7 
4.00 1 2.6 2.6 10.3 
5.00 5 12.8 12.8 23.1 
6.00 5 12.8 12.8 35.9 
8.00 11 28.2 28.2 64.1 
9.00 14 35.9 35.9 100.0 
Total 39 100.0 100.0 
All these answers proves that since the IDB cannot be separated from the world trade 
then it has to take the international rate on trade financing into consideration, beside some 
other suggestions had been presented in table 74 and surnmarised before. 
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Appendix IV 
Governors' Questionnaire and Analysis 
Introduction 
This appendix contains fuller details of the IDB performance which were detected and 
examined by the questionnaires designed for the demand side or users of funds (governors of 
the members' countries). 
Part One: Governor's Questionnaire 
- Name of country you represent (Optional) 
- Are you: 
- Governor 
- Alt. Governor 
- Adviser 
- Executive Director 
- Other (please specify) 
1. How does the IDB compare with other development banks in your experience? 
(Please explain) 
2. How far has the IDB assisted in accelerating economic and social development in your 
country? (Please explain) 
More generally? (please explain) 
3. How should the IDB relate to other financial institutions and development banks? 
(Please explain) 
4. How should the success of III)B projects be measured? 
Economic grounds 
Social grounds 
Both economic and social 
Others (please specify) 
5. Do you think the IDB should have a role in relation to: (Please tick) 
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Stimulating employment 
Assisting technological transfer 
Mediate between governments and 
Business 
Yes No 
Yes No 
Yes No 
Promoting educational and 
training developments. Yes No 
6. What kinds of project have been funded by the IDB in your country? (Please specify) 
7. The numbers of the approved projects for your home country by the IDB to the 
numbers of proposed submitted projects are: 
less than 20% 20-50% 50-80% 
80-100% (please tick) 
8. If the IDB approved only few projects for your country what do you believe is the 
reason: 
The IDB criteria are so tough and it is selecting only the projects with the 
highest expected rate of return. 
The proposals did not have high impact on economic development. 
The projects were considered as non bankable development projects. 
Submitting so many projects. 
Non of the above 
Others (please specify) (Please tick) 
9. Do you think the IDB should channel its resources more to: 
Private sectors Govermnental sectors 
Both sectors Can't say (Please tick) 
10. In general, do you think the IDB performance is effective? 
Yes No Can't say 
1. If your answer to (10) above is yes, what are the tools to measure effectiveness? 
(Please explain) 
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12. If your answer to (10) above is No, what are the reasons for not being effective? 
(Please specify) 
13. How effective is the IDB as a Development Bank in an Islamic Financial System? 
14. How well does the IDB meet its original objectives? 
15. What other things should the IDB be doing if it is to fully satisfy the role of an Islamic 
Development Bank in an Islamic Financial System? 
16. Do you think the way of financing and the modes the IDB is using appropriate for 
your country? 
Yes No Cant's say 
17. Most of the projects which are financed by the IDB are on: 
short-term Medium 
_ 
long-term Nfixed (Please tick) 
18. Which mode of financing do you believe is more suitable for projects in your country? 
(You can choose more than one) 
Mudarabah (Trust or venture Financing) 
Musharakah (Partnership) 
Equity financing 
Instalment sale 
Leasing 
Murabahah (Cost plus Mark-up) 
Sulum (Forward purchase) 
_ 
Muqaradah (Loan) 
Muzara'ah (Share cropping) 
Musaq'ah (Orchard keeping) 
19. The most preferable mode of financing to be used by IDB keeping in mind the shari'ah 
aspects: (Arrange them in descending order) 
Loan 
Equity 
Bonds 
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Debentures 
Certificates 
Leasing 
Instalment sale 
Profit-sharing 
Technical Assistance 
Mudarabah (Trust-Financing) 
Musharakah 
Sulum 
Muzara'ah 
Musaq'ah 
20. Do you have financing from other international development bank in your country? 
Yes No I don't know 
21. If your answer to (20) above is yes, then how do you compare the IDB support to 
your home country to the other international development banks support? 
(please tick) 
a) More efficient Less efficient same 
b) Easier terms Less easy terms same 
c) More equitable_ Less equitable same 
d) More costly Less costly same 
22. Comparing the international development banks with the IDB we find the IDB finance 
available for: 
Only bankable development projects. 
The projects with highest expected rate of return. 
Projects with maximum impact on economic development. 
Projects with maximum impact on social development. 
Projects with maximum impact on both economic and social development. 
More than one. 
All of the above. (please tick) 
23. When the World Bank finance any project in your country is it utilised in the same 
project? 
Yes No I don't know 
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24. If your answer to (23) above is no how do you compare that with the IDB projects 
finance? (please explain) 
25. Which kind of projects are approved and funded by the IDB in your home country? 
Revenue producing projects 
Agricultural 
Industrial 
Infrastructure 
Socially needed (please tick) 
More than one choice. 
26. Does the IDB give any consideration to profit maximisation before supporting and 
financing any projects? 
Yes No I don't know 
27. If your answer to (26) above is no, what kind of considerations the IDB has to be 
concerned with? (please explain) 
28. Did the IDB ever reject a proposed project submitted from your home country? 
Yes No I don't know 
29. If your answer to (28) above is yes, then did the IDB offer any suggestions for 
improving the proposed project? 
Yes No I don't know 
30. If your answer to (29) above is yes then, did the IDB help in offering: 
Alternative production method. 
Alternative financial structure. 
Alternative projects which the society needs most. 
To improve the viability of the project (please tick) 
3 1. Do you think the IDB helped in the socio-economic development in your country by: 
a) Accelerating economic development in your country? 
Yes No Can't say 
b) Creating and promoting new projects? 
Yes No Can't say 
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c) increasing employment and contributing to social development? 
Yes No Can't say 
d) Fill the technological gap in your country? 
Yes No Can't say 
'N e) In any other way (please sped r) 
32. Does the IDB follow up the execution stage of a project in your country? 
Yes No I don't know 
33. If your answer to (32) above is yes, then the procedure the IDB follows are: 
(you can choose more than one) 
periodic reports on physical and financial progress. 
financial reports until the loan is completely repaid. 
conducting on-site inspections by technical personnel. 
the right to appoint representatives to the board of directors of the client 
company. 
More than one choice. 
All of the above. 
Part Two: Questionnaire's Analysis 
The questionnaire was designed for the Governors to seek their opinions as 
representatives of the IDB members' countries and as users of the IDB financial assistance. 
SPSS Base 8.0 for Windows was used to analyse the questionnaire. The closed end questions 
are left without any further explanations depending on the choices stated in the questions; the 
following key will help also to understand the table codes: 
O=No I =Yes 2= Don't know or Can't say 
8= Do not suppose to answer 9= Did not respond 
The open end questions will be analysed according to the respondent's answers and this will 
take numbers 1-7. 
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Questionnaire's Analysis 
1. How does the IDB compare with other development banks in your experience? 
(Please explain) 
Table I shows that: 4.8% replied that it is very much similar to the World Bank, 
23.8% said more or less the IDB is similar to other development banks, not much difference 
but smaller. Another 4.8% said the 11DB takes care of economic development which is the 
main criteria for project selection. 9.5% think that the IDB has less experience because it is 
still young and more conservative. 14.3% consider the IDB very successful even though it 
is still young. What characterises the IDB is its aim to support the economic and social 
development for member countries according to Islamic Shari'ah. Another 4.8% think the 
IDB is very efficient in the following sense: wide Geographical distribution, diversified in 
products, and minimum overdue. 19.0% think it is distinctive with its goals, activities, and 
policies. For example: in view of its commitment to Shari'ah principles, the modes of 
financing adopted by the IDB are very diversified, and its financing activities are more flexible 
and capable of meeting the needs of member countries. The IDB relies totally on its capital 
resources, whereas the other development banks have many channels to supplement their 
resources. In addition the IDB shares the risks with beneficiaries. Also, the IDBs activities 
cut across the entire economy, while other development banks are geared toward helping 
certain sectors of the economy. 
Another view about the 1DB compared to other development banks is the IDB has 
economic, technical and social objectives. In the economic field; development of investment 
and development of foreign trade between its members' countries. In the technical field; 
development of technology and exchange of technical capabilities. In the social field it 
provides material subsidies (schools, training centres) to poor communities. Another 19.0% 
did not respond to this question. These answers indicate that there are different opinions 
about the IDB. Some believe it is very similar to other development banks and others (less 
percentage) believe it has its own distinct character. This proves that since there is no specific 
theory for Islamic development banking then it is following a prototype model of conventional 
development banks. 
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Table 1: Comparison of the IDB with Other Development Banks 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 1 4.8 4.8 4.8 
2.00 5 23.8 23.8 28.6 
3.00 1 4.8 4.8 33.3 
4.00 2 9.5 9.5 42.9 
5.00 3 14.3 14.3 57.1 
6.00 1 4.8 4.8 61.9 
7.00 4 19.0 19.0 81.0 
9.00 4 19.0 19.0 100.0 
Total 21 100.0 100.0 
2. How should the IDB relate to other financial institutions and development banks? 
(Please explain) 
Table 2 shows the relation between the IDB and the other financial institutions and 
development banks. 4.8% think the relation should be through the NDFIs, while another 
4.8% think it is one type, the Bank in their view is considered a pioneer. If it is compared to 
other financial institution, it is doing fine. 14.3% believe the Bank needs more organisation 
and co-ordination. It should make more arrangements for supporting Islamic states' 
economies and to develop the social gaps which other institutions cannot do and are not able 
to do. Also, the internal processing of projects by IDB is generally more difficult and time 
consuming. The problem is that the IDB does not release the project-appraisal report which 
can be a very important document for governments and implementation agencies. 
23.8% believe the relation should be through co-financing ofregional and international 
development financial institutions especially when it does not have sufficient funds to finance 
certain projects. it should also learn from the experience of these other institutions with 
respect to project financing. Another 23.8% believe that close and strong relations with all 
other financial institutions and it should have joined research and development projects in 
member countries. The IDB should harmonise its modes of financing with those in the other 
financial institutions. The IDB also should establish close relations with other development 
banks, especially those with similar objectives, in order to foster socio-economic development 
in member countries. In addition, it should accelerate its co-operation with development 
organisations and institutions by adopting more joint-financing projects with them. 
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4.8% were pessimistic and suggested a lesser relationship because the level of finance 
provided by the IDB is far below the contribution of others. Another 4.8% were optimistic 
and think it is unique and very successful and it should not have any relation to any other 
financial institutions. This indicates that most of the respondents believe in co-operation and 
co-financing. 
Table 2: IDI3 Relation to Other Financial Institutions and Development Banks 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 1 4.8 4.8 4.8 
2.00 1 4.8 4.8 9.5 
3.00 3 14.3 14.3 23.8 
4.00 5 23.8 23.8 47.6 
5.00 5 23.8 23.8 71.4 
6.00 1 4.8 4.8 76.2 
7.00 1 4.8 4.8 81.0 
9.00 4 19.0 19.0 100.0 
Total 21 100.0 100.0 
3. How should the success of IDB projects be measured? 
I Economic grounds 
2 Social grounds 
3 Both economic and social 
4 Others (please specify) 
Table 3: Measurement of IDB Projects success 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 2 9.5 9.5 9.5 
3.00 17 81.0 81.0 90.5 
4.00 1 4.8 4.8 95.2 
9.00 1 4.8 4.8 100.0 
Total 21 100.0 100.0 
Actually, the one who did not respond in the previous question and the ones who have 
different opinions(9.5%), both believe that the number of successful projects financed by the 
Bank is the main measurement. These answers (81%) prove that since the main purpose of 
IDB is socio-econon-dc development then it should use both social and economic measures 
for assessing projects. 
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4. The numbers of approved projects for your home country by the IDB to the numbers of 
proposed submitted projects are: 
I less than 20% 2 20-50% 3 50-80% 
4 80-100% (please tick) 
Table 4: Number of Approved Projects Compared to Proposed Projects 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 6 28.6 28.6 28.6 
2.00 2 9.5 9.5 38.1 
3.00 3 14.3 14.3 52.4 
4.00 5 23.8 23.8 76.2 
9.00 5 23.8 23.8 100.0 
Total 21 100.0 100.0 
Table 4 shows that 50% of the respondents said less than 50% of the proposed 
projects are approved by IDB and the other 50% of the respondents said more than 50% are 
approved by IDB- 
5. If the IDB approved only a few of the projects submitted for your country what do you 
believe is the reason? 
I The IDB criteria are so tough and it is selecting only the projects vvith the 
highest expected rate of retum. 
2 The proposals did not have high impact on economic development. 
3 The projects were considered as non bankable development projects. 
4 Submitting to many projects. 
5 None of the above 
6 Others (please specify) (Please tick) 
Table 5: Reasons for Approving Few Projects by the IDB 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 1 4.8 4.8 4.8 
2.00 3 14.3 14.3 19.0 
3.00 1 4.8 4.8 23.8 
4.00 3 14.3 14.3 38.1 
5.00 1 4.8 4.8 42.9 
6.00 4 19.0 19.0 61.9 
9.00 8 38.1 38.1 100.0 
Total 21 100.0 100.0 
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Those who have their own reasoning (other than the one listed above) have different 
opinion also. 4.8% said the reason is submitting very few projects to the IDB, while the other 
4.8% said the reason is not meeting the bank criteria. Another 4.8% said the procedures to 
approve projects is so long and the last 4.8% said the IDB is too small in relation to other 
development institutions to make a major impact. All of these answers indicate that the 
economic and financial terms are the main reasons behind approving projects not the social 
concerns. There is no difference between the IDB and any other development bank in this 
sense. These answers also prove that since the IDB has to evaluate the submitted projects by 
member countries and approve onlythe bankable development projects then less projects have 
been approved. 
6. Do you think the IDB should channel its resources more to: 
I Private sectors 
3 Both sectors 
Govemmental sectors 
4 Can't say (Please tick) 
Table 6: Channelling the 11313 Resources. 
Frequency Percent 
Valid 1.00 3 14.3 
2.00 4 19.0 
3.00 14 66.7 
Total 21 100.0 
Valid Cumulative 
Percent Percent 
14.3 14.3 
19.0 33.3 
66.7 100.0 
100.0 
Table 6 proves that since the IIDB purpose is to accelerate development in the member 
countries then it should channel its resources to both public and private sectors not the public 
sector only. 
7. How well does the IDB meet its original objectives? 
Table 7 shows how well the IDB meet its original objectives. 4.8% said they do not 
know, while 42.9% said almost 70% of the objectives have been met; specially that it has 
considerably enhanced greater access to education and health facilities in Islamic countries. 
Also, through submitting loans and construction facilities, medical, and training assistance. 
Another 4.8% said although IDB has tried to meet its original objective there are a few more 
things to be done. For example: first, to increase profitability so that its existence in the long 
term is assured in order to be able to support the development role it has to perform. Second, 
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increase its role to introduce and practice with an Islamic financial system in all the member 
countries. 4.8% also said it could be met better if more weight was given to financing of 
development projects than financing of foreign trade operations. 4.8% said there is always 
room for improvement. However, given its available resources, the IDB meets well its 
original objectives. It has allocated about 15 billion US dollars to finance projects and 
operations in its members' countries in various economic and social sectors since its 
establishment. Another 4.8% said, it is trying to develop its capabilities in consolidating 
economic, technical and social co-operation between its member countries. 28.6% did not 
respond. 
These answers reflect very important points. First, even though 42.9% think the 
objectives have been met, the other answers bring serious and important points. Second, 
there is much concern over the level of liquidity held by the IDB, its level of profitability and 
its pursuance of a true Islam. Fifth, the objectives would be met better if more weight was 
given to financing developed projects than foreign trade operation. These answers prove that 
since social development is hard to achieve then the IDB could not achieve its objectives to 
the level it planned for. 
Table 7: Meeting the Original Objectives 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 1 4.8 4.8 4.8 
2.00 9 42.9 42.9 47.6 
3.00 1 4.8 4.8 52.4 
4.00 1 4.8 4.8 57.1 
5.00 1 4.8 4.8 61.9 
6.00 1 4.8 4.8 66.7 
7.00 1 4.8 4.8 71.4 
9.00 6 28.6 28.6 100.0 
Total 21 100.0 100.0 
8. What other things should the IDB be doing if it is to fully satisfy the role of an Islamic 
Development Bank in an Islamic Financial System? 
Table 8 propose other things the IDB should do to satisfy the role of an Islamic 
development bank in an Islamic financial system. 19.0% said it should continue producing 
new Islamic investment tools such as Mudarabah, Musharakah; Muzarah, equity financing 
where such financing arrangements are absent. Also it should encourage joint ventures, 
establishment of horizontally and vertically integrated corporations and expansion of 
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promising holding companies. So, it should stress the Islamic investment as a successful 
alternative device. 9.5% said it should establish more and more subsidiaries that support its 
activities. 4.8% said it should help in creating more Islamic banks in member countries; while 
another 4.8% said it should expand its relation with financial institutions in order to increase 
its funds mobilisation capabilities. 4.8% also said it should set-up strict rules and regulations 
to collect due arrears. 4.8% said it should develop more financial instruments based on 
Shari'ah principles. It should assist in creating an Islamic stock market together with its 
instruments. Also it should look at the issue of debt financing, with a view of developing debt 
instruments that are Shari'ah compatible. 4.8% said it should increase the social services for 
the poor Islamic societies in member countries and other countries. 47.6% did not respond. 
Again, the respondent's answer brings out very important and serious points which 
have to be taken into consideration to creates a more effective Islamic development bank. 
Also these answers prove that since the IDB is taking the lead in the Islamic financial system 
then it should produce more Islamic modes of financing and securities to be used in the capital 
market. 
Table 8: Satisfying the Role of an Islamic Development Bank 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 4 19.0 19.0 19.0 
2.00 2 9.5 9.5 28.6 
3.00 1 4.8 4.8 33.3 
4.00 1 4.8 4.8 38.1 
5.00 1 4.8 4.8 42.9 
6.00 1 4.8 4.8 47.6 
7.00 1 4.8 4.8 52.4 
9.00 10 47.6 47.6 100.0 
Total 21 100.0 100.0 
16. Do you think the way of financing and the modes the IDB is using appropriate for 
your country? 
Yes No Cant's say 
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Table 9: Appropriation of Financing 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 1 4.8 4.8 4.8 
1.00 18 85.7 85.7 90.5 
2.00 1 4.8 4.8 95.2 
9.00 1 4.8 4.8 100.0 
Total 21 100.0 100.0 
This answer implies that the modes are diversified and satisfy different needs. Also, 
this proves that since the needs of each of the member countries are different then the IDB 
should use different modes of financing for different countries. 
10. Most of the projects which are financed by the IDB are on: 
I short-term 2 Medium 
3_ long-term 4 Mixed 
Table 10: Kind of the Financial Projects 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 2 9.5 9.5 9.5 
2.00 2 9.5 9.5 19.0 
3.00 5 23.8 23.8 42.9 
4.00 11 52.4 52.4 95.2 
9.00 1 4.8 4.8 100.0 
Total 21 100.0 100.0 
(Please tick) 
11. Which mode of financing do you believe is more suitable for projects in your country? 
Mudarabah (Trust or venture Financing) 
Musharakah (Partnership) 
Equity financing 
Instalment sale 
Leasing 
Murabahah (Cost plus Mark-up) 
Sulum (Forward purchase) 
Muqaradah (Loan) 
Muzara'ah (Share cropping) 
Musaq'ah (Orchard keeping) 
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Tables 11-20 shows the modes of financing and which one the governors believe is 
more suitable to be used in the home countries of the governors. 
The respondent answers show that almost half believe that Mudarabah and 
Musharakah are suitable to be used in member countries. The majority think equity financing, 
instalment sale and loan financing are suitable, while leasing, Murabaha, Salum, Muzara'ah 
and Musaq'ah are not suitable to be used. These answers imply that not all modes are 
convenient to be used by the IDB. 
Table I I: Mudarabah Preference 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 11 52.4 52.4 52.4 
1.00 10 47.6 47.6 100.0 
Total 21 100.0 100.0 
Table 12: Musharakah Preference. 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 
. 00 
11 52.4 52.4 52.4 
1.00 10 47.6 47.6 100.0 
Total 21 100.0 100.0 
Table 13: Equity Financing Preference. 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 9 
42.9 42.9 42.9 
1.00 12 57.1 57.1 100.0 
Total 21 100.0 100.0 
Table 14: Instalment Sale Preference. 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 8 
38.1 38.1 38.1 
1.00 13 61.9 61.9 100.0 
Total 21 100.0 100.0 
Table 15: Leasing Preference. 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 12 57.1 57.1 57.1 
1.00 9 42.9 42.9 100.0 
Total 21 100.0 100.0 
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Table 16: Murabaha Preference 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 14 
66.7 66.7 66.7 
1.00 7 33.3 33.3 100.0 
Total 21 100.0 100.0 
Table 17: Salum Preference. 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 18 85.7 85.7 85.7 1.00 3 14.3 14.3 100.0 
Total 21 100.0 100.0 
Table 18: Muqarad'ah Preference. 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 6 
28.6 28.6 28.6 
1.00 15 71.4 71.4 100.0 
Total 21 100.0 100.0 
Table 19: Muzara'ah Preference. 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 19 90.5 90.5 90.5 1.00 2 9.5 9.5 100.0 
Total 21 100.0 100.0 
Table 20: Musaqah Preference. 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 19 90.5 90.5 90.5 
1.00 2 9.5 9.5 100.0 
Total 21 100.0 100.0 
12. The most preferable mode of financing to be used by IDB keeping in mind the 
Shari'ah aspects: (Arrange them in descending order) 
Loan 
Equity 
Bonds 
Debentures 
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Certificates 
Leasing 
Instalment sale 
Profit-sharing 
Technical Assistance 
Mudarabah (Trust-Financing) 
Musharakah 
Sulum 
Muzara'ah 
Musaq'ah 
Table 21 shows the most preferable modes of financing to be used by IDB keeping in 
mind the Shari'ah aspects. 9.5% think leasing, instalment sale, equity financing, profit-sharing 
and Musharakah. 14.3% think Mudarabah, Musharakah, profit-sharing, salum, instalment sale, 
technical assistance, leasing, Muzar'ah, Musaq'ah, equity financing, debenture certificates, 
bonds and loan. 4.8% believe equity, loan, bonds and debentures certificates are more 
preferable. Another 9.5% prefer loan, leasing, instalment sale, and technical assistance. 
Another 9.5% also prefer equity financing, profit-sharing, instalment sale and leasing. 4.8% 
prefer loan, equity, leasing, instalment sale and profit-sharing. 42.9% have different mixes 
which indicate different opinions, and 4.8% did not respond. 
These answers show that some of the respondents do not distinguish between Islamic 
and non Islamic modes of financing and also different persons have different opinions about 
the combination of modes of financing. 
Table 21: Preferable Mode of Financing 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 2 9.5 9.5 9.5 
2.00 3 14.3 14.3 23.8 
3.00 1 4.8 4.8 28.6 
4.00 2 9.5 9.5 38.1 
5.00 2 9.5 9.5 47.6 
6.00 1 4.8 4.8 52.4 
7.00 9 42.9 42.9 95.2 
9.00 1 4.8 4.8 100.0 
Total 21 100.0 100.0 
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13. Do you have financing from other international development bank in your country? 
Yes ' No I don't know 
Table 22: Financing From other International Development Banks 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 5 23.8 23.8 23.8 1.00 15 71.4 71.4 95.2 
9.00 1 4.8 4.8 100.0 
Total 21 100.0 100.0 
14. If your answer to (13) above is yes, then how do you compare the IDB support to 
your home country to the other international development banks support? 
(please tick) 
a) More efficient I Less efficient 2 same 3 
b) Easier terms I Less easy terms 2 same 3 
c) More equitable I Less equitable 2 same 3 
d) More costly I Less costly 2 same 3 
Table 23: Efficiency of the 11313 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 4 19.0 19.0 19.0 
2.00 5 23.8 23.8 42.9 
3.00 3 14.3 14.3 57.1 
8.00 5 23.8 23.8 81.0 
9.00 4 19.0 19.0 100.0 
Total 21 100.0 100.0 
Table 24: Relaxation of Aid 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 4 19.0 19.0 19.0 
2.00 4 19.0 19.0 38.1 
3.00 4 19.0 19.0 57.1 
8.00 5 23.8 23.8 . 81.0 
9.00 4 19.0 19.0 100.0 
Total 21 100.0 100.0 
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Table 25: Equitability of the IDB 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 6 28.6 28.6 28.6 
3.00 6 28.6 28.6 57.1 
8.00 5 23.8 23.8 81.0 
9.00 4 19.0 19.0 100.0 
Total 21 100.0 100.0 
Table 26: Cost of Aid From IDB 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 3 14.3 14.3 14.3 
2.00 2 9.5 9.5 23.8 
3.00 5 23.8 23.8 47.6 
8.00 5 23.8 23.8 71.4 
9.00 6 28.6 28.6 100.0 
Total 21 100.0 100.0 
Concerning efficiency (Table 23), the majority think the IDB is less efficient or the 
same as other development banks. Concerning the ease of the loan (table 24) shows the 
relaxation of aid by the IDB. All of these answers show that the IDB is almost the same as 
other development banks which implies it is following a prototype model of those banks. 
15. Comparing the international development banks with the IDB we find the IDB finance 
available for: 
I Only bankable development projects. 
2 The projects with hi ghest expected rate of return. 
3 Projects with maximum impact on economic development. 
4 Projects with maximum impact on social development. 
5 Projects with maximum impact on both economic and social development. 
6 More than one. 
All of the above. (please tick) 
Table 27 shows that different persons have different opinions but the majority believe 
that the social and economic impact are more important than the expected rate of return or 
bankable development projects. This proves that since interest is not the key factor in the IDD 
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operations then it should finance projects with maximum impact on both economic and social 
development. 
Table 27: The Bases of Financing by the IDB 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 3 14.3 14.3 14.3 
2.00 1 4.8 4.8 19.0 
3.00 2 9.5 9.5 28.6 
4.00 2 9.5 9.5 38.1 
5.00 8 38.1 38.1 76.2 
6.00 2 9.5 9.5 85.7 
7.00 2 9.5 9.5 95.2 
9.00 1 4.8 4.8 100.0 
Total 21 100.0 100.0 
16. When the World Bank finance any project in your country is it utilised in the same 
project? 
Yes No I don't know 
Table 28: Utilisation of World Bank Finance 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 4 19.0 19.0 
19.0 
1.00 11 52.4 52.4 71.4 
2.00 4 19.0 19.0 90.5 
9.00 2 9.5 9.5 100.0 
Total 21 100.0 100.0 
17. If your answer to (16) above is no, how do you compare that with the IDB projects 
finance? (please explain) 
Those who said no, 4.8% ofthern said comparing the World Bank with the IDB shows 
that the finance offered by IDB is more flexible. Another 4.8% said the IDB is the best. 
71.4% and 9.5% of those who said no did not answer also which makes the total of those who 
did not respond 14.3%. 
Even though the World Bank finance most of the time is not utilised in the same 
project, the majority of the respondents said it is utilised in the same project. Only 19% were 
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frank and courageous to say no it is not utilised in the same projects but not all of them gave 
reasons when compared to the IDB. 
Table 29: Comparing IDB projects Finance With the World Bank 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 1 4.8 4.8 4.8 
2.00 1 4.8 4.8 9.5 
8.00 16 76.2 76.2 85.7 
9.00 3 14.3 14.3 100.0 
Total 21 100.0 100.0 
18. Which kinds of project are approved and funded by the IDB in your home country? 
I Revenue producing projects 
2 Agricultural 
3 Industrial 
Infrastructure 
5 Socially needed 
6 More than one choice. 
Table 30: Kind of Projects Approved and Funded by the IDB 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 3.00 3 14.3 14.3 14.3 
4.00 1 4.8 4.8 19.0 
5.00 1 4.8 4.8 23.8 
6.00 16 76.2 76.2 100.0 
Total 21 100.0 100.0 
(please tick) 
Even though only 14.3% said industrial projects only, 76.2% said industrial and other 
kinds of projects also because they chose more than option with more emphasise on industrial 
and infrastructure projects. These answers prove that since industrialisation and infrastructure 
are considered the base for development then the IDB approves more projects in this field and 
they are paying less interest to social projects and the other choices. 
19. Does the IDB give any consideration to profit maximisation before supporting and 
financing any projects? 
Yes No I don't know 
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Table 31: Consideration of Profit Maximisation Before Supporting and Financing any Projects 
by the IDB 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 9 
42.9 42.9 42.9 
1.00 7 33.3 33.3 76.2 
2.00 5 23.8 23.8 100.0 
Total 21 100.0 100.0 
20. If your answer to (19) above is no, what kind of considerations is the IDB concerned 
with? (please explain) 
14.3% of those who said no think the IDB should take economic and social impact 
into consideration (table 32). 9.5% believe the economic return for the members' countries 
and the efficiency and visibility of the projects which has to be taken into consideration. 4.8% 
said serving the national economy in the Islamic states. 14.3% did not give any opinion even 
though they said no. 57.1% are excluded. These answers imply that social and economic 
return for the member countries are more important than profit maximisation for the Bank 
itself This answer also proves that since the IDB is a governmental development bank then 
it puts less emphasise on profit maximisation. 
Table 32: Kind of Consideration the IDB Has to be Concerned With 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 3 14.3 14.3 14.3 
2.00 2 9.5 9.5 23.8 
3.00 1 4.8 4.8 28.6 
8.00 12 57.1 57.1 85.7 
9.00 3 14.3 14.3 100.0 
Total 21 100.0 100.0 
1. Do you think the IDB helped in the socio-economic development in your country by: 
a) Accelerating economic development in your country? 
Yes 
_No 
Can't say 
b) Creating and promoting new projects? 
Yes No Can't say 
c) Increasing employment and contributing to social development? 
Yes No Can't say 
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d) Fill the technological gap in your country? 
Yes No Can't say 
e) In any other way (please specify) 
How does the IDB help in socio-economic development in member countries and what 
was the real role the IDB played to help in socio-economic development (Tables 33-37 
include different choice). 
Table 33: Roles in Acceleration of Economic Development 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 2 9.5 9.5 9.5 1.00 15 71.4 71.4 81.0 
2.00 3 14.3 14.3 95.2 
9.00 1 4.8 4.8 100.0 
Total 21 100.0 100.0 
Table 34: Roles in Creation and Promotion of New Projects 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 4 19.0 19.0 19.0 
1.00 13 61.9 61.9 81.0 
9.00 4 19.0 19.0 100.0 
Total 21 100.0 100.0 
Table 35: Roles in Increasing Employment and Contributing to Social Development 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 2 9.5 9.5 9.5 
1.00 12 57.1 57.1 66.7 
2.00 6 28.6 28.6 95.2 
9.00 1 4.8 4.8 100.0 
Total 21 100.0 100.0 
Table 36: Roles in Filling the Technological Gap in the Member Countries 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid . 00 4 19.0 19.0 19.0 
1.00 5 23.8 23.8 42.9 
2.00 9 42.9 42.9 85.7 
9.00 3 14.3 14.3 100.0 
Total 21 100.0 100.0 
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Table 37: Roles in Helping in socio-economic Development in General 
Frequency Percent Valid Cumulative 
Percent Percent 
Valid 1.00 1 4.8 4.8 4.8 
9.00 20 95.2 95.2 100.0 
Total 21 100.0 100.0 
All of these answers indicate that the IDB has a big role in the socio-economic 
development of the members' countries except the technological development, the majority 
said no or can't say. These answers prove that since the IDB purpose is socio-economic 
development then it should finance projects which help achieving this goal. 
484 
Bibliography 
(Books) 
Abdul Mannan, Muhammad (1986) Islamic Economics: Theory and Practice (Foundation of 
Islamic Economics), The Islamic Academy, Cambridge: Hodder and Stoughton. 
Abdul Mannan, Muhammad (1982) Why is Islamic Economics Important? Seven Reasons 
for Believing, International Center for Research in Islamic Economics, Jeddah: King 
Abdulaziz University, Saudi Arabia. 
Abdul Mannan, Muhammad (1975) Islamic Economics: Theory and Practice (A comparative 
study) Lahore: SH. Muhammad Ashraf press. 
Abod, S. G. S., Agil, S. O. S., And Ghazali, A. Hj. ed. (1992) An Introduction to Islamic 
Finance, Quill Publishers. 
Ahmad, Khursid (1981) Towards the Monetary and Fiscal System of Islam, Islamabad: 
Institute of Policy Studies. 
Ahmad, S. M. (1947) The Economics of Islam, Lahore: Muhammad Ashraf 
Ahmad, Z., Iqbal, M. and Khan, M. F. ed. (1983) Fiscal Policy and Resource Allocation In 
Islam, Islamabad: Institute of Policy Studies, and Jeddah: International Center for 
Research in Islamic Economics, King Abdulaziz University, Saudi Arabia. 
Ahmad, Khurshid. ed. (1980) Studies in Islamic Economics, Jeddah: International Center for 
Research in Islamic Econon-dcs, King Abdulaziz University, Saudi Arabia, and 
Leicester: The Islamic Foundation. 
Ahmad, Khurshid (1994) Islamic Approach to Development-Some Policy Implications, 
Islamabad: Institute of policy studies. 
Ahmad, Khurshid (1979) Economic Development in an Islamic Framework, Leicester: The 
Islamic Foundation. 
Ahmad, Z. (199 1) Islam, Poverty and Income Distribution, Leicester: The Islamic Foundation. 
Ahmed, Z., Iqbal, M. and Khan, M. F. (1983) Money and Banking In Islam, Jeddah: 
International Center for Research in Islamic Economics, King Abdulaziz 
University, Saudi Arabia. 
Aliber, RZ (1973) The International Money Game, New York: Basic Books, Inc. 
485 
Anwar, M. (198 1) Modeling Interest-Free Economy :A study in Macro-economics and 
Development, The International Institute of Islamic Thought, Islamization of 
Knowledge Series No. 4. 
Aragaon, G. A. (1982) A Manager's Complete Guide to Financial Techniques, A ROI 
Framework for Performance Evaluation, The Free Press, New York: A division of 
Macmillan Publishing Co., Inc. 
Ariff, M. ed. (1982) Monetary and Fiscal Economics of Islam (Selected Papers) Jeddah: 
International Center for Research in Islamic Economics, King Abdulaziz University, 
Saudi Arabia. 
A shraf, SH. Muhammad (1975) Public Finance in Islam (fifth edition), labore: Kashmiri 
Bazar, Pakistan. 
Ataul Huq, P. (1993) Development and Distribution In Islam, Malaysia: Pelanduk 
publications. 
Baker, I C. (1968) The International Finance Corporation-Origin, Operations, and 
Evaluation, New York, Washingtin DC and London: Frederick A. Praeger, 
Publishers. 
Baughn, William H. And Mandich, Donald R. ed. (1983) The International Banking 
Handbook, Homewood: Dow Jones-Irwin. 
Begg, D., Fischer, S., and Dombusch, R. (1994) Economics (Fourth Edition), London, New 
York and Others: McGraw-flill Book Company. 
Bivens, K. K. (1970) The Capital Gap Between Developed andDeveloping Countries, Causes 
and Remedies, International Survey of Business Opinion and Experience, New York: 
National Industrial Conference Board, Inc. 
Black, C. E. (1966) The Dynamics of Modernization, New York. 
Block, S. B. And Hirt, G. A. (1987) Foundations of Financial Management (Fourth Edition), 
Homewood: Dow Hones-Irwin. 
Boskey, S. (1959) Problems and Practices of Development Banks, International Bank for 
Reconstruction and Development, Baltimore: The Johns Hopkins Press. 
Cameron, R. (1972) Banking and Economic Development, Oxford: Oxford University Press. 
Cargil, T. F. (1986) Money - The Financial System & Monetary Policy (Third Edition) 
Prentice-Hall, Inc New Jersey: Englewood Cliffs. 
Chapra, M. U. (1985) Towards a Just Monetary System Leicester: The Islamic Foundation. 
486 
Chapra, M. U. (1992) Islam and the Economic Challenge, Leicester: The Islamic Foundation 
and Islamabad: The International Institute of Islamic Thought. 
Chapra, M. U. (1979) Objectives of the Islamic Economic Order, Leicester: The Islamic 
Foundation. 
Choudhury, M. A. R. (1980) Thoughts on Islamic Economics, Dacca: Islamic Economics 
Research Bureau (Bangladesh). 
Cochran, J. A. (1975) Money, Banking, and The Economy (third edition) New York: 
Mcmillan Publishing Co., Inc. 
Crosse, H. And Hampel, G. H. (1980) Management Policies for commercial Banks (Third 
Edition) New Jersey: Prentice-Hall, Inc., Englewood Cliffs. 
Currie, L. (1934) The Supply and Control of Money in the United States, Cambridge, 
Massachussets: Harvard University Press. 
Daigler, Robert T. (1993) Financial Futures Markets: Concepts, Evidence, and Applications, 
New York: Harper Collins College Publishers. 
De Rosa, P. And Stem, G. H. (198 1) In the Name of Money A Professional's Guide to the 
Federal Reserve, Interest Rates, and Money, New York and Others: McGraw-Hill 
Book Company. 
Diamond, William (1957) Development Banks. The Economic Development Institute, 
International Bank for Reconstruction and Development, Baltimore and London: 
The Johns Hopkins Press. 
Diamond, W. And Raghavan, V. ed. (1982) Aspects of Development Bank Management, 
Baltimore and London: The Johns Hopkins University Press. 
Diamond, William ed. (1968) Development Finance companies: Aspect of policy And 
operation, The Johns Hopkins press for the World Bank Group. 
Dock Houck, J. T. (1967) Financing and Problems ofDevelopment Banking, Praeger Special 
Studies International Economics and Development, New York, Washington, 
London: Frederick A. Praeger, Publishers. 
Dornbusch, Rudiger and Helmers, F. L. C. H. ed. (1988) The openEconomy- Tools for policy 
makers in Developing countries, Oxford, United Kingdom: published for the World 
Bank Oxford University press. 
Dornbusch, R. And Fischer, S. (1994) Macro Economics (Sixth Edition), International 
Edition, New York: McGraw-Hill, Inc. 
Elimination of Riba From The Economy (1994) Islamabad: Institute of Policy Studies. 
487 
Elliott, P. (1984) Questions and Answers on Practical Banking, Woodhead- Faulkner Ltd. 
Equities (1989), A Practical Introduction Revised and Updated Edition, A DC Gardener 
Workbook, DC Gardener Group p1c. 
Fisher, 1. (1935) 100% Money, New York: Adelphi. 
Fordwor, K. D. (1981) The Mrican Development Bank- Problems of International 
Cooperation, New York and Others: Pergamon Press. 
Fraser, R. D. (1984) International Banking and Finance, Vol. I "A Comprehensive Overview" 
(Sixth Edition), Washington, DC: R and H Publishers. 
Fry, Maxwell J. (1988) Money, Interest, and Banking In Economic Development, Baltimore 
and London: The John Hopkins University press . 
George, Wilfred (1982) Tight Money Timing, The Impact of Interest Rates and the Federal 
Reserve on the stock Market, New York: Praeger. 
Gern-Ms, D. Kessler D. and Meghir, R. (199 1) Financial Systems and Development: What 
Role for the Formal and Informal Financial Sectors? Development Center of the 
Organization for Economic Co-operation and Development. 
Gillis, M., Perkins, D., Roemer, M., and Snodgrass, D. (1992) Econon-dcs of Development 
(Third Edition), New York and London: W. W. Norton and Company. 
Goldsmith, R. W. (1969) Financial Structure and Development, New Haven: Yale University 
Press. 
Goodman, S. H. ed. (1978) Financing and Risk in Developing Countries, New York: Fraeger 
Publishers . 
Green, E. (1989) Banking - an Illustrated History, New York: Rizzoli International 
Publications, Inc. 
Grumball, C. (1987) Managing Interest Rate, Risk, England: Woodhead-Faulker Uinited. 
Harlander, H. and Mezger, D. (1971) Developing Banking in Africa (Seven Case Studies) 
Munchen: Weltforum Verlag. 
I-Eggins, R. C. (1988) Analysis for Financial Management, SecondEdition, Homewood: Dow 
Jones- Irwin. 
Homer, S. and Sylla, R. (199 1) A I-Estory of Interest Rates, (Third Edition), New Brunswick 
and London: Rutgers University Press. 
488 
Homoud, S. H. (1985)Islarnic Banking -The AdaptionofBanking Practice to Conform With 
Islamic Law, London: Arabian Information Ltd. 
Houk, J. T. D. (1967) Financing and Problems of Development Banking, Prepared for the 
Fund for International Cooperative Development, New York, Washington, and 
London: Frederick A. Praeger, Inc. Publishers. 
Ibn Taymiya, (1982) Public Duties in Islam, (Holland, Muhtar- Translator), Leicester: The 
Islamic Foundation. 
Interest Rate and Asset Swaps, (1989) A Practical Introduction Revised and Updated Edition 
A DC Gardener Workbook, DC Gardener Group p1c. 
Iqbal, M. And Khan, M. F. (1981) A Survey of Issues and a Programme for Research in 
Monetary and Fiscal Economics of Islam, Jeddah: International Center for Research 
in Islamic Economics, King Abdulaziz University, Saudi Arabia, Islamabad: and 
Institute Policy Studies. 
Iqbal, Munawar, ed. (198 8) Distributive Justice and Need Fulfilment in an Islamic Economy, 
Leicester: The Islamic Foundation. 
Islahi, A. A. (1988) Economic Concepts of Ibn Taimiyah, Leicester: The Islamic Foundation. 
Jalaluddin, Abul Khair Mohd (199 1) The Role of Government in an Islamic Economy, Kuala 
Lumpur, Malaysia: A. S. Noordeen. 
Johnson, R. W. (197 1) Financial Management (Fourth Edition), Boston: Allyn and Bacon, 
Inc. 
Kane, 1 (1975) Development Banking An Economic Appraisal, Lexington Books, D. C., 
Lexington, Massachusetts, Toronto, London: Heath and Company. 
Khan, M. F. (1995) Essays in Islamic Economics, Leicester: The Islamic Foundation, Islamic 
Economics. Series - 19. 
Khan, Wagar Masood (1985) Towards an Interest-Free Islamic Economic System Leicester: 
The Islamic Foundation. 
Khan, M. And Mirakhor, A. ed. (1987) Theoretical Studies in Islamic Banking and 
Finance, Houston: The Institute for Research and Islamic Studies. 
King, B. B. (1968) Notes on theMechanics of Growth and Debt, Baltimore, Maryland: Johns 
Hopkins Press. 
Khan, A. M. (1994) Rural Development Through Islamic Banks, Leicester: The Islamic 
Foundation. 
489 
Kitchen, R. L. (1986) Finance for the Developing Countries, Chichester, New York, Brisbane, 
Toronto, Singapore: John Wiley & Sons. 
Le Prestre, P. Le Prestre (1989) The Workd Bank and the Environmental Challenge, 
Selinsgrove: Susquehanna University Press, London and Toronto: Associated 
University Press, Inc. 
Lewis, M. K. and Davis, K. T. (1987) Domestic and International Banking, Philip Allan 
Publishers Limited: Oxford. 
Llewellyn, D. T. (1986) Gilbert Lectures on Banking, the Regulation and Supervision of 
Financial Institutions, London: The Institute of Bankers. 
Loganathan, Chelliah (1973) Development Savings Banks and the Third World, A Tool for 
the Diffusion of Economic Power, Special Studies In International Economics and 
Development, New York, Washington, London: Praeger Publishers. 
Lynch, J. J. (199 1) Ethical Banking - Surviving in an Age of Default, New York: St. Martins' 
Press. 
Mallat, Chibli ed. (1988) Islamic Law and Finance, London/Dordrecht/Boston: Graham & 
Trotman. 
Mayer, T., Duesenberry, J. S. and Aliber, Robert Z. (1993) Money, Banking, and The 
Economy (Fifth Edition), New York and London: W. W. Norton & Company. 
Mayo, H. B. (1982) Finance: An Introduction, Fort worth and others, The Dryden Press, 
Harcourt Brace Jovanovich College Publishers. 
Mayo, H. B. (1989) Finance: An Introduction (Third Edition) Fort worth and others, The 
Dryden Press, Harcourt Brace Jovanovich College Publishers. 
Meenai, S. A. (1989) The Islamic Development BanK: A Case Study of Islamic Co- 
operation, London and New York: Kegan Paul International Limited. 
Meir, G. M. (1976) Leading Issues in Economic Development (Third Edition) New York: 
Oxford University Press. 
Nfikesell, R. F. And Williams, L. (1992) International Banks and the Environment (From 
Growth to Sustainability: An Unfinished Agenda), Sierra Club Books, San 
Francisco, CA, U. S. A. 
Miles, Matthew B. And Huberman A. Michael (1994) Qualitative Data Analysis: An 
Expanded Sourcebook (Second Edition), Sage publications, Thousand oaks, 
London and New Delhi: International Educational and professional publisher. 
490 
Milkdashi, Zuhayr ed (1990) Bankers' and public Authorities' Management of Risks, New 
york: St. Martin's press. 
Mngst, K. A. (1990) Politics and the African Development Bank, The University Press of 
Kentucky. 
Mohsin, M. (1983) Assessment of corporate securities In terms of Islamic Investment 
Requirements, International Center for Research in Islamic EconomicsP Jeddah: 
King Abdulaziz University, Saudi Arabia. 
Moyer, R. C., McGuigan, J. R. and Kretlow W. J. (1988) Contemporary Financial 
Management, (Third Edition) Revised Printing, St. Paul, New York, Los Angeles 
and San Francisco: West Publishing Company. 
Murinde, Victor (1996) Development Banking and Finance, Aldershot and others: Avebury. 
Musgrave, R. A. and Musgrave, P. B. (1980) Public Finance in Theory and Practice (Third 
Edition), New York, St Louis and Others: McGraw-11ill Book Company. 
Myddelton, D. R. (1983) Financial Decisions, (Second Edition), England: Longman Group 
Limited. 
Nagy, P. 1 (1979) Country Risk How to Assess, Quantify and Monitor it, London: 
Euromoney Publications Limited. 
Naqvi, S. N. H. (1994) Islam Economics, and Society, London and New York: Kegan Paul 
International. 
Naqvi, S. N. H. (198 1) Ethics and Economics - An Islamic Synthesis, Leicester: The Islamic 
Foundation. 
Naseem, M. Y. (1985) Interest Free Economy: A Practical Approach, Islamabad: Federal 
Bank for Cooperatives. 
Nevitt, P. K. (1980) Project Financing, London: Euromoney Publications Limited. 
Nyhart, J. D. and Janssens, E. F. (1967) A Global Directory of Development Finance 
Institutions in Developing Countries, Paris: Organization for Economic 
Cooperation and Development. 
O'Bannon, H., Bond, D. E., and Shearer, R. A. (1975) Money and Banking, Theory, Policy, 
and Institutions, N. Y. Evanston, San. Francisco, London: Harper and Row, 
Publishers, Inc. 
Ogley, B. (1981) Business Finance, London and New York: Longman Group Limited. 
Pandey, I. M. (1979) Financial Management, New Delhi: Vikas Publishing House, PVT Ltd. 
491 
Parzen, J. A. And Kieschnick, M. H. (1992) Credit Where It's Due - Development Banking 
Communities, Philadelphia: Temple University Press. 
Payer, Cheryl (1982) The World Bank -A Critical Analysis, New York and London: Monthly 
Review Press. 
Pendlebury, M. and Groves, R. (1992) Company Accounts Analysis, Interpretation, 
Understanding, London: Unwin Hyman Ltd.. 
Perroux, Francois (1982) Finance, Money, Development, in Ostojic, N., Cirovic, M., and 
Perroux, F. (ed. ), International Financing of Economic Development, Proceedings 
of the Second World Scientific Banking Meeting, WSBM,: 901-916. 
Petty, J. W., Keown, A. J., Scott, D. F., Jr., and Martin, J. D. (1993) Basic Financial 
Management (6th edition) Prentice-Hall, Inc., New Jersey: Englewood Cliffs. 
Pinches, G. E. (1987) Essentials of Financial Management (Second Edition), New York: 
Harper and Row Publishers. 
Polak, J. (1989) Financial Policies and Development, Development Center studies, 
Development Center of the Organisation for Economic Co-operation and 
Development, N. Manchester: The Heckman Bindery, Inc. 
Pouliquen, L. Y. (1970) Risk Analysis inProject Appraisal, Baltimore and London: The Johns 
Hopkins Press. 
Presley, J. (1988) Directory of Islamic Financial Institutions, Beckenham, London, New 
York, and Sydney: Croom. Helem. 
Qureshi, Anwar Igbal (1965) Islam and The Theory of Interest, Lahore: SH Ashraf 
Publication. 
Redhead, K. And Hughes, S. (1988) Financial RiskManagement, Gower, KeithRedhead and 
Publishing company Limited. 
Roussakis, E. N. ed. (1983) International Banking - Principles and Practices, Fraeger 
Publishers, Frager Special Studies and Fraeger Scientific. 
Sadeq, Abulhasan M., Pramanik, Ataul Huq and Bin Hj, Nik Hassan, Nik Mustapha ed. 
(1987) Development and Finance In Islam: proceeding of the International Seminar 
on Islamic Economics, Kuala Lampure: International Islamic University Press. 
Sadeq, Abulhasan (1990) Economic Development In Islam, Malaysia: Pelanduk Publications. 
Sadeq, Abulhasan, ed., (1992) Financing Economic Development, Islamic and Mainstream 
Approaches, Issues in Islamic Economics, Malaysia: Longman. 
492 
Sadeq, Abulhasan M., Pramanik, Ataul Huq and Bin Hj. Nik Hassan, Nik Mustapha ed. 
(1991) Development and Finance In Islam, Malaysia: International Islamic University 
Press. 
Saleh, N. A. (1986) Unlawful Gain and Legitimate Profit In Islamic Law-Riba, Gharar and 
Islamic Banking Cambridge: Cambridge University Press. 
Sampson, Anthony (198 1) The Money Lenders, London, Sydney, Auckland, and Toronto: 
Hodder and Stoughton. 
Sanford, J. E. (1982) U. S. Foreign Policy and Multilateral Development Banks, Boulder and 
Lobrado: Westview Press, Inc. 
Scammel, W. M. (1987) The Stability of the International Monetary System, New Jersey: 
Rowman & Littlefield Publishers. 
Scarnmell, W. M. (1975)Intemational Monetary Policy: BrettonWoods and AfterNewYork: 
John Wiley & Sons. 
Schall, L. D. And Haley, C. W. (1991) Introduction to Financial Management, (Sixth 
Edition) New York: McGraw-Hill, Inc. 
Schall, L. D. And Haley, C. W. (1980) Introduction to Financial Management, (Second 
Edition) New York: McGraw-Hill, Inc. 
Scharf, T. W. (1983) Arab and Islamic Banks- New Business Partners for Developing 
Countries, Development Center of The Organization For Economic Co-operation 
And Development. 
Shaw, E. S. (1973) Financial Deepening in Economic Development, New York, London: 
Oxford University Press. 
Shihata, 1. F. 1. (1995) The World Bank in a changing World, Selected Essays and Lectures, 
Vol II with a preface by James D. Wolfensohn, president, The World Bank Group, 
Martinus Nijhoff Publishers. 
Siddiqi, Muhammad Nejatullah (1983 a) Issues in Islamic Banking, Leicester: The Islamic 
Foundation. 
Siddiqi, Muhammad Nejatullah (1983 b) Banking Without Interest, Leicester: The Islamic 
Foundation. 
Siddiqi, Muhammad Nejatullah (1981) Muslim Economic Thinking, A Survey of 
Contemporary Literature, The Islamic Foundation and International Center for 
Research in Islamic Economics, Jeddah: King Abdulaziz University, Saudi Arabia.. 
493 
Siddiqi, Muhammad Nejatullah (1985) Partnership and Profit-Sharing in Islamic Law, 
Leicester: The Islamic Foundation. 
Siegel, J. G. and Shim, J. K. (1990) Thinking Finance - Everything Managers Need to Know 
about Finance and Accounting, Harper Business, A division of Harper Collins 
Publishers Inc. 
Simon, H. C. (1948)EconornicPolicyforFree Society, Chicago: University of Chicago Press. 
Squire Lyn and Ban der Tak, Herman G. (1975) Economic Analysis of Projects, Baltimore 
and London: The Johns Hopkins University press. 
Stein, R. And Johnson, B. (1979) Banking on the Biosphere? Environmental Procedures and 
Practices of Nine Multilateral Development Agencies, Lexington Books, D. C. 
Lexington, Massachusetts: Health and Company. 
Thirlwall, A. P. (1983) Growth and Development with Special Reference to Developing 
Economics, (Third Edition), The MacNlillan Press LTD. 
Thirwall, A. (1976) Financing Economic Development, London and Basing Stoke: The 
MacMillan Press LTD. 
Thygerson, K. J. (1993) Financial Markets and Institutions -A managerial approach, New 
York: Harper Collins College Publishers. 
Uzair, M., (1978) Interest-Free Banking, Karachi: Royal Book Company. 
Van Home, James C. (1986) Fundamentals of Financial Management, (Sixth Edition), New 
Jersey: Prentice-Hall, Englewood Cliffs. 
Varian, Hal R. (1993) Intermediate Microeconomics: A Modern Approach (Third Edition), 
New York and London: W. W. Norton & Company. 
Wellons, P. Germidis, D. And Glavanis, B. (1986) Banks and Specialised Financial 
Intermediaries in Development, Development Center of the Organisation for 
Economic Co-operation and Development. 
Weston, J. F. and Brigham, E. F. (1987) Essentials of Managerial Finance (Eighth Edition), 
Mey York and San Francisco: The Dryden Press. 
Weston, J. F. And Brigham, E. F. (1975) Managerial Finance (Fifth Edition) The Dryden 
Press, Hinsdale, Illinois. 
White, J. (1972) Regional Development Banks, The Asian, African and Inter-American 
Development Banks, New York, Washinton, and London: Praeger Publishers. 
494 
Wilber, C. K. ed. (1973) The Political Economy ofDevelopment and Underdevelopment, New 
York: Random House, Inc. 
Wilson, Rodney, ed., (1990) Islamic Financial Markets, London, and New York: Routledge. 
Wilson, Rodney and Baldwin (1985) Islamic Finance in Principle and Practice, Mallat, Chibli 
(ed. ) Islamic Law and Finance, London: Graham and Trotman. 
Wilson, R. (1985) Islamic Business - Theory and Practice, Special Report No. 22, Revised 
Edition, The Economist Intelligence Unit London: The Economist Publications, 
LTD. 
Zarqa, M. A. (1983) Project Evaluation in Islamic Perspective, in Ahmad, Ziauddin , Iqbal, Munawar, and Khan, M. Fahim (ed. ) Fiscal Policy and Resource Allocation in Islam, 
Islamabad: Institute of Policy Studies. 
495 
Bibliography 
(Journals) 
A Visionary from the East (1992), New Horizon, (July) 6: 2-8. 
Abbasi, S. M. and Hollman, K. W. (1990) The Manager's Guide to Islamic Banking, Business 
(July-September): 35-42. 
Abdallah, Ahmed (1987) Islamic Banking, Journal of Islamic Banking and Finance, 4,1 : 31- 
56. 
Abdel Karim, Rifaat Ahmed (1996) Accounting for Standards, Islamic Banker, 5 (April): 8-9. 
Abdi, Omar (1989) Trade Incentives in Islamic Banking, Journal of Islan-dc Banking and 
Finance, 6,3 : 39-43. 
Abdouli, A. (1991) Access to Finance and Collaterals: Islamic Versus Western Banking, 
Journal of King Abdulaziz University: Islamic Economics, 4: 56-64. 
Abdul Awwal, Sarker (1996) Islamic Financial Instruments: Definition and Types, New 
Horizon, 50, (April): 3-6. 
Abulkalam, S. M. (1991) The Basis Principles of Islamic Economics, Journal of Islamic 
Banking and Finance, 8,3 : 16-24. 
Aftab, M. (1986)Islarnic banking: there's profit in the system, Far Eastern Economic Review, 
132 (May): 100. 
Afzal, Tayyeb (1996) Leasing in Pakistan: Experience, Development and Prospects, New 
Horizon, 50, (April): 7-9. 
Aguilar, Linda (1992) Banks and Nonbanks: The competition Heats up, The Bankers 
Magazine, 175 (May/June): 31-38. 
Ahmed, A. (1995) The Evolution ofIslamic Banking, In Encyclopedia ofIslamic Banking and 
Insurance, Institute of Islamic Banking and Insurance, 15-30. 
Ahmad, Adil (1996) Cross-Border Islan& Trade Financing, New Horizon, 5 0, (April): 10- 11 
Ahmad, Mahmood (1967) Semantics of the Theory of Interest, 6,2 (June): 171-195. 
Ahmad, Ziauddin (1993) Socio-Economic Consequences of Islamic Banking, New Horizon, 
12 (December): 7-8. 
Ahmad, Ziauddin (198 5) The Present State of Islamic Finance Movement, Journal of Islamic 
Banking and Finance, 2,4: 7-48. 
496 
Ahmad, Mahmood (1985) Banking in Islam, Journal of Islamic Banking and Finance, 2,2: 13- 
27. 
Ahmad, M. A. (1977) The Economic Theory of Islam, Quranulhuda, 2,10: 21-23. 
Ahmad, Ziauddin (1987) Interest Free Banking In Pakistan, Journal of Islamic Banking and 
Finance, 4,1 : 8-30. 
Ahmad, Ziauddin (1984) Framework of Islamic Banking, Journal of Islamic Banking and 
Finance, 1,2 : 45-50. 
Ahmad, Ziauddin (1991) Thoughts on Riba and Interest, Journal of Islamic Banking and 
Finance, 8,2 : 42-45. 
Ahmed, Qadeeruddin (1995) What is Riba?, Journal of Islamic Banking & Finance, 12,1: 7- 
49. 
Ahmed, Nasiruddin (1997) Islamic Banking and its Mode of Investments, New Horizon, 67, 
(September): 3-7. 
Ahmed, Ziauddin (1994) Islarnisation of Financial System, Journal of Islamic Banking & 
Finance, 11,2: 22-30. 
Ahmed, Maruf (1994) Funding Problems of Leasing Modarabas, Journal of Islamic Banking 
And Finance, 11,4: 33 -3 5. 
Ahmed, M. (1984) Leasing As a Financial Instrument, Journal of Islamic Banking and 
Finance, 1.4: 51-63. 
Ahmed, Nasiruddin (1996) The Development of an Islamic Money Market, New Horizon, 5 5, 
(September): 3-5. 
Ainley, Michael (1995/96) A Central Bank's View of Islamic Banking, New Horizon, 46147, 
(Dec. /Jan. ) 13-16. 
Akhtar, Muhammad Rarnzan (1998) An Islamic Plan of Financing Microenterprise 
Development, Journal of Islamic Banking and Finance, 15,3: 21-39. 
Al Jassar, Jassar (1995) The Islamic Financial and Capital Market Development, New 
Horizon, 44, (October): 6-8. 
Al tamimi, Younes (1986) Experience of Islamic Banks in the Middle East, Journal of Islamic 
Banking and Finance, 3,2: 63-79. 
AlBahar, Adnan(1995) Islamic Banking in the 1990's- Developments and Innovations, New 
Horizon, 36, (February): 6-7. 
Al Baraka launces Central Asian Fund (1992), New Horizon, 3 92 (May): 612. 
497 
Al-Harran, Saad (1996) New Strategic Alliances, New Horizon, 56, (October): 7-11. 
Al-Mutairi, Hezarn M. (1993) An Islamic Perspective on Development, Muslim Education 
Quarterly, 10,1: 70-87. 
Al-Naggar, Ahmad (1984) Achievements and Problems of Islamic Banks, Journal of Islamic 
Banking and Finance, 1,2: 51-56. 
Al-Saoud, HRH Prince Mohamed Al-Faisal (1984) Need For Collaboration Among Islamic 
Financial Institution, Journal of Islamic Banking and Finance, 1,2: 11-16. 
Al-Saud, HRH Prince Mohamed Al-Faisal (1988) Address by His Royal Highness, Chairman, 
International Association of Islamic Banks, Journal of Islamic Banking and 
Finance, 5,1 : 17-2. 
Alatas, Syed Farid (1987) An Islamic Common Market and Economic Development, Islamic 
Culture, LXI, 1: 28-38. 
Ali, M. (1992) Islamic Economic System - The challenges Ahead!, New Horizon, 389 
(February): 2. 
Ali, Muazzam (1997) Reflections on Islamic Banking, New Horizon, 59, (January) : 4-6 
Ali, Muazzarn (1984) Re-establishing Islamic Identity, Journal of Islamic Banking& Finance, 
1,2: 7-9. 
Ali, Mohammed (1995) The Development of Standard Legal Documentation for Islamic 
Banks, New Horizon, 41, (July): 9-12. 
Ali, M. (1986) Sharakat and Modarabat As Basis of Interest-Free Banking, Journal of Islamic 
Banking and Finance, 3,3: 67-79. 
Ali, Mukarram. (1984) Training and Orientation for Islamic Banking, Journal of Islamic 
Banking and Finance, 1,2: 87-93. 
Ali, Omar (1989) Co-operation is Halal: Top Islamic Banker Tells Forum, NewHorizon, 365, 
(December): 23 
Ali, Osama Mohamed (1994) Making Sense of Islamic Banking, New Horizon, 26, (April): 
4-6. 
Ali, S. A. (1987) Social Preferences and Project Evaluation: Islamic Perspective, Journal of 
Islamic Banking and Finance, 4,2,: 59-78. 
Ali, M. (1985) Islamic Banking comes of age, Journal of Islamic Banking and Finance, 2,1: 
25-33. 
Ali, Muazzam (1994) Islamic Banking- The Road Ahead, New Horizon, 35, (January): 8-9. 
498 
Allen, par (1991) The Capital Boosters, Savings Institutions, (August) : 24-29. 
An Analysis (1994) Islamic Banking: Rising Appeal for Lenders and Borrowers, Journal of 
Islamic Banking and Finance, 11,2: 50-57. 
An Islamic Approach to Distribution of Income Among the participating Factors in the 
Framework of Islam, Thought on Economics. 
Ansari, A. H. (1989) Islamic Ethics: Concept and Prospect, The American Journal of Islamic 
Sciences, 6,1 : 81-91. 
Anwar, Muhammad (1994 a) Interest Bearing Debts, New Horizon, 23 (January): 4-6. 
Anwar, Muhammad (1994 b) Interest-Bearing Debts, New Horizon, 24, (February): 10-11. 
Anwar, Muhammad (1994 c) Interest Bearing Debts, New Horizon, 26, (April ): 7. 
Anwar, Muhammad (1987 a) Islamic Justice In a Monetary System: A Modest Proposal, The 
American Journal of Islamic Social Sciences, 4,1 : 135-139. 
Anwar, Muhammad (1987 b) Reorganization of Islamic Banking: A New Proposal, The 
American Journal of Islamic Social Sciences, 4,2: 295-304. 
Ariff, Mohammad (1982 a) Introduction, in Ariff, Mohammad (ed. ) Monetary and Fiscal 
Economics of Islam, Jeddah: International Center for research in Islamic Economics, 
King Abdulaziz University: 1-23. 
Ariff, Mohammad (1982 b) Monetary Policy in an Interest-free Islamic Economy - Nature 
and scope, in Ariff, Mohammad (ed. ) Monetary and Fiscal Economics of Islam, 
Jeddah: International Center for Research in Islamic Economics, King Abdulaziz 
University: 287-309. 
Ashraf, S. M. A. (1995/96) A Plan for an Interest-free Economy, New Horizon, 46/47, 
(Dec. /Jan. ): 8. 
Ayub, Muhammad (1996) What is Riba? Journal of Islamic Banking and Finance, 13,1: 7-34. 
Ayub, Muhammad (1994) Review of Measures Taken so far to Islarnise the Financial System 
in Pakistan (July-1993), Journal of Islamic Banking and Finance, 11,3: 32-56. 
Badawi, Zaki (1996) Zakat- A New Source of Development Finance?, Islamic Banker, 4, 
March: 18-19. 
Badawi, Zaki(1996b) Debt Trading and Securitisation, Islamic Banker, 3 (Jan. /Feb. ): 20-21. 
Badawi, Zaki (1996 a) Back to a Gold Standard, Islamic Banker, 5 (April): 20-21. 
Badawi, Zaki (1995 a) The Concept of Money in Islamc, Islamic Banker, 2 (Nov. /Dec. ): 20- 
21. 
499 
Badawi, Zaki (1995 b) The Theory of Value in Islamic Finance, Islamic Bankers, I (October): 
20-21. 
Baldwin, D. (1990) Turkey: Islamic Banking in a Secularist Context, in Wilson, R. (ed. ), 
Islan-dc Financial Markets, London: Rourledge, 33-58. 
Bank Bimiputra Malaysia Berhad, a Profile (1990) Journal of Islamic Banking and Finance 
7,3: 58-63. 
Banking & Trade (1989) IDB Provides Inter-Islamic Trade with Financial Backbone, New 
Horizon, 9 365: 22. 
Banking behind the veil (1992) New Honzon, 392: 2-3. 
Barneth, Robert (1992) Time For a Change, The Bankers Magazine, 175,5; 11-15. 
Bashir, A. H. M. (1990) Profit-sharing contracts with Moral Hazard and Adverse Selection, 
The American Journal of Islamic Social Sciences, 7,3 :3 57-3 80. 
Bashir, B. A. (1982) Banking without interest: The Islamic system, The Bankers Magazine 
(October): 22-23. 
Bennet, R. (1993) Plenty of Money but Few Deals, Euromoney, 10,10, (April): 86-88. 
Blaschke, N. (1989) Islamic banks celebrate 25 successful years, New Horizon, 3 59 (May): 
27. 
Bhatt, V. V. (1993) Development Banks as Catalysts forIndustrial Development, International 
Journal of Development Banking, 11,1: 47-6 1. 
Bhatt, V. V. (1982) Development Banking: Top Management Tasks and Structure, in 
Diamond, W. and Raghavan, V. S. (ed. ) Aspects of Development Bank 
Managment, Baltimore and London: The Johns Hopkins University Press: 18 - 
34. 
Buckmaster, Daphne (1995 c) Focus on Islamic Development Bank's Aid projects, New 
Horizon, 43, (September): 3-5 
Buckmaster, Daphne (1995 a) Obstacles to Economic Development of the Muslim World, 
New Horizon, 39, (May): 14-15. 
Buckmaster, Daphne (1995 b) Islamic Development Bank Activities: Co-operation with 
Islamic Banks, New Horizon, 41, (July): 14-15 
Buckmaster, Daphne (1995 d) Economic Integration and Regional Trade Activities of the 
Islamic Development Bank, New Horizon, 44, (Ocober); 4. 
Buckmaster, Daphne (1996)IDB Co-operation in Development Financing, NewHorizon, 53, 
(July): 8-9. 
500 
Butt, Muhammad Saeed (1992), United Bank Limited , New Horizon, 3 93 (June): 20 -21. 
Casey, John (1991) The new urgency for Ethics in Banking, The Bankers Magazine, 
(Marcb/April): 44-50. 
Chapra, M. U. (1994 a) Monetary Management in an Islamic Economy, New Horizon, 33, 
(November): 4-5. 
Chapra, M. U. (1994 b) Monetary Management in an Islamic Economy, New Horizon, 34, 
(December): 10-11. 
Chapra, M. U. (1994 c) Monetary Management in an Islamic Economy, New Horizon, 3 5, 
(January): 10-11. 
Chapra, M. U. (1983) Monetary Policy in an Islamic Economy, in Ahmed, Z. Iqbal, M. and 
Khan, M. Fahim (ed. ), Money and Banking in Islam, Jeddah: International Center 
for Research in Islamic Economics, King Abdulaziz University: 27-68. 
Chapra, M. U. (1988) Mechanics and Operations of an Islamic Financial Market, Journal of 
Islan-dc Banking and Finance, 5,3 : 31-36. 
Chapra, M. U. (199 1) Towards An Islamic Financial System, in Abulhasan Muhammad 
Sadeq, Ataul Huq Pramanik, Nik Mustapha bin Hj- Nik Hassan (ed. ), 
Development and Finance In Islam, International Islamic University Press: 
129-153. 
Chapra, M. U. (1989)TheNature ofRiba, Journal ofIslarnic Banking and Finance, 6,3: 7-23. 
Chisti, S. (1988) Experiments In Islamic Banking, Journal of Islamic Banking and Finance, 
5ý2: 20-31. 
Choudhury, Masudul Alarn (1993) A Generalized Theory of Islamic Development Financing, 
Mangerial Finance, 19,7: 47-69. 
Cizakca, Murat (1997) Islamic Project Financing Conference -A personal Observation, New 
Horizon, 63, (May): 5-8. 
Cizakca, Murat (1995) Venture Capital, In Encyclopedia of Islamic Banking and Insurance, 
Institute of Islamic Banking and Insurance: 145-158. 
Clode, Michael (1996) Fewer Risks, Greater Attractions, Islamic Banker, 5 (April): 16-17. 
Clode, Michael (1996) Risks and Liabilities in Murabaha Financing, Islamic Banker, 4 
(March): 12-13. 
Clair, Alan (1992) Islamic Management Fund Moves on Europe, New Horizon (February) 
389: 14. 
501 
Clode, Michael andElliott, William (1996) Islamic Banking: A Western Lawyer's Perspective, 
New Horizon, 49, (March): 10-14. 
Clode, Michael (1997) The Unique Legal Implications of the Islamic Financial System, New 
Horizon, 5 9, (January): 10- 11 
Coady, Patrick E. (1992) Global Change and the World Bank, The Banker Magazine, 175, 
3: 25 - 30 
Coming Alive (1991) The Banker (February): 43-47. 
Comment (1995) western Banks Wake Up to Quiet Islamic Revolution, New Horizon, 42, 
(August): 2. 
Comment (1997 a) The So-Called Causes of Slow Growth, New Horizon, 61, (March) : 2. 
Comment (1994) Finding a Role for Islamic Banks in Emerging Countries, New Horizon, 30, 
(August): 2. 
Comment (1997 b) Islamic Finance- A way of life, New Horizon, 67, (September) : 2. 
Commentary (1986) what is A Bank? The Banker, 136,3: 3. 
Cooper, Roger (1981) A Calculator in one Hand and the Qur'an in the other, Islamic Banking, 
Euromoney (November): 44-60. 
Cooper, Jomes C. and Madigon, Kathleen (1991) Lower Interest Rates? The Price May Be 
a Weak Recovery, Business week, (August 5): 17-18. 
Cooper, James and Madigan, Kathleen (199 1) High Rates Could Keep The Recovery in its 
cradle, Business week, (July 8): 23-24. 
Corporate profile (1996 a) IDB Approves New Finances for More Than US$197 Million, 
New Horizon, 52, (June): 16-17. 
Corporate profile (1996 b) Muslim Commercial Bank, New Horizon, 54, (August): 7-8. 
Cowan, David (1994) Successful Strategies Derived from Islamic Principles, New Horizon, 
30, (August): 4-5. 
Cowan, David (1994) Successful Strategies Derived From Islamic Principles, New Horizon, 
3 1, (September): 10-11. 
Cox, Stella (1995) Role Models for Conventional Banks, Islamic Banker, I (October): 8-10. 
Cox, Stella (1996) Accessing Islan-& Finance, New Horizon, 48, (February): 10-13. 
Cunliffe, John and Haladjian, Fimi (1994) Making Hay While the Sun Shines, Euromoney, 
(September): 365-371. 
502 
Dar, Muhammad Ilyas (1988) Islamic Economic System, Journal of Islamic Banking and 
Finance, 5,3: 37-51. 
Darrat, A. F. And Sulliman, M. O. (1990) Islamic Banking: An Outline of Some Conceptual 
and Empirical Aspects, Saving and Development, 14,2: 185-198. 
Datuk, Affifuddin Omar (1996) Vision 2000- Targeting 25 percent of Total Deposits, Islamic 
Banking in Malaysia, Islamic Banker, 5 (April): 12-14. 
Dean, P. N. (1989) Accounting forDevelopmentProjects: The Issues, Financial Accountability 
Management, 5,3: 130-148 
De George, Gail (1992) This May Be The Swift Kick The Economy Needs, Business week, 
(January 31): 30-31 
Developing a System of Islamic Financial Instruments (1987) Journal of Islamic Banking and 
Finance, 4,3 : 58-60. 
Devenish, Simon (1997) Are We Hampering the Growth of Islamic Financial Institutions by 
Calling Them Banks?, New Horizon, 65, (July) 3-6. 
Dhaka, S. K. (1985) No Interest- but much attraction, Far Eastern Economic Review, 128: 
110. 
DMI (1992) Islamic Banking: Facing a year of opportunities, New Horizon, 389, (February): 
12-16. 
DMI (1986) Principles of Islamic Banking MassrafFaysal Al-Islami (NMI), Journal of Islamic 
Banking and Finance, 3,1 : 19-50. 
DMI'S Policy of Containment Pays Off (1992) New Horizon, 391: 8-9. 
DMI- Dar Al Maal Al Aslami Group (1991) Company Profile: Important catalyst in Islamic 
finance, New Horizon, 3 85, (September): 14 -16. 
Editorial (1995 a) Tomorrow's Job for Yesterday's Man, Islamic Banker, I (October): 2. 
Editorial (1995 b) Throwing Down the Gauntlet to SAMA, Islamic Banker, 2 (Nov. /Dec): 2. 
Editorial (1996 a) Banking on Too Much Secrecy, Islamic Banker, 5 (April): 2. 
Editorial (1996 b) Banking on Choice, Islamic Banker, 6 (May/June): 2-3. 
El Derwish, S. A. (1984) Islamic Banking in the Muslim World, Journal of Islamic Banking 
and Finance, 1,2: 35-43. 
El Din, A. K. (1986) Ten Years of Islamic Banking, Journal of Islamic Banking and Finance, 
V: 49-66. 
503 
El. -Bdour, R. (1986) The Profit Maximization Behavior of Islamic Banks and Conventional 
Banks: A Comparative Study, The Kashmir Economic Review, 3,2: 21-35. 
El-Helw,, Mohamoud (1996) Islamic Securitisation- APractical Approach, New Horizon, 57, 
(November): 7-8. 
El-Naggar, F. (1976) The Methodology of Islamic Economics: A System Their Model, 
College of Business and Economics, Kuwait University. 
El-Naggar, Ahmad (1987) The Impact of Interest-Free Banking on the Economy, Journal of 
Islamic Banking and Finance, 4,3: 33-43. 
El-Sarraf M. F. (1985) The Role of Islamic Banks in Economic Development, Journal of I Islamic Banking and Finance, 2,1 : 35-42. 
Elahi, Afkal. (1997) Leasing in Islam, New Horizon, 62, (April): 6-8. 
Elgari, Mohamed Ali (1996) Islamic Banking: Brought to You by Non-Islamic Banks!, New 
Horizon, 48, (February): 3. 
Epstain, Jose (1983) Inter-American Development Bank, in Williams Baughn and Donald 
Mandich (ed. ) The International Banking Handbook, Edited by: Dow Jones-Irwin: 
503-521. 
Faber, Nfike (1993) Governance and The Foreign Direct Investor, ids bulletin, 24,1: 51-57. 
Fadil, Farah (1995 a) Central Banks & Islamic Banking, New Horizon, 37, (March): 7-9. 
Fadil, Farah (1995 b) Central Banks and Islamic Banking, New Horizon, 38, (April): 12-24. 
Fadil, Farah (1995 c) Central Banks & Islamic Banking, New Horizon, 39, (May): 10-12. 
Fakhrul Ahsan, and A. S. M. (1990) Islamic In Perspective, Journal of Islamic Banking and 
Finance, 7,1 : 26-38. 
Faradi, F. R. (1983) A Theory of Fiscal Policy in an Islamic State, Ahmed, Z., Iqbal, M. and 
Khan, M. F. (ed. ) Fiscal Policy And Resource Allocation In Islam, Jeddah: 
International Center for Research in Islamic Economics, King Abdulaziz 
University. 
Fardmanesh, M. (1993) The Interest System and Financial Instability, New Horizon, 8 
(Augast): 10- 11. 
Farrukh, 0. (1985) Banking and Insurance in Relation to the Islamic Concept ofRiba, Journal 
of Islamic Banking and Finance, 2,1: 43-51. 
Farugui, Mahmood (1996) A Paradox of Our Times, New Horizon, 49, (March): 3 -5. 
504 
Faruqui, J. A- (1986) Pre-Requisites and Consequences of Islarnisation of Banking in 
Pakistan, Journal of Islarnic Banking and Finance, 3,3 : 43-48. 
Features (1992) Islamic Development Bank to Treble its Capital, New Horizon, 389, 
(February): 7-9. 
Feature (1994a) Special Analysis-IIDB Outline Funding Priorities for 1993/1994, 
New Horizon, 23, (January): 9-11 
Feature (1994b) Co-operation Between Islamic and Conventional Banks, New Horizon, 34, 
(December): 6-9. 
Feature (1996 a) Islam Attract Western Fund Managers, New Horizon, 5 0, (April): 15. 
Feature (1996 b) Futures, Options Swaps and Equity Investments, New Horizon, 52, (June): 
10-11. 
Feature (1997) Vision of Islamic Banking and Finance in the 21 st Century, New Horizon, 59, 
(January) : 3. 
Finance (199 1) Banking Reform in the Dirt, The Economist, November 9th: 9 1. 
Financing Government Deficits from Private Sector Borrowing (1992), New Horizon, 391& 
392: 18-20. 
Financing Budget Deficits Through An Islamic Secondary Financial Market (1992), New 
Horizon, 393: 23-24. 
Frankel, A. B. And Montgomery, J. D. (1991) Financial Structure: An International 
Perspective, Brookings Papers on Economic Activity, 1: 257-297. 
Friedman, M. (1948) A Monetary and Fiscal Framework for Economic Stability, American 
Economic Review: 245- 264 
Fry, Maxwell J. (1982) The Variable Rate of Growth Effect in the Life Cycle Saving Model- 
Model Applied to Seven Asian Developing Countries, Economic Iquiry, 20,3: 
426-442. 
Fugard, Robert (1997) Legal Issues of Islamic Finance, New Horizon, 66, (August): 7-11. 
Garaudy, Roger (1985) The Balance Sheet of Western Philosophy in This Century, American 
Journal of Islamic Social Science, 2,2; 169-178. 
George, Eddie (1995) Eddie George Urges a Greater Understanding of Islamic Banking, New 
Horizon, 45, (November): 7-11. 
George, Eddie (1996) Minimum Criteria-Maximum Potential, Islamic Banker, 3 (Jan. /Feb. ): 
8-9. 
505 
Gieraths, C. (1990) Pakistan: Main Participants and Final Financial Products of the 
Islamization Process, in Wilson, R., (ed. ), Islamic Financial Markets, London, 
Routledge: 171-195. 
Gill, David (1982) Development Banks and the Mobilization of Financial Resources, 
Diamond, W. and Raghavan, V. S. (ed. ) Aspects of Development Bank 
Management, Baltimore and London: The Johns Hopkins University Press: 
213-232 
Gruson, Michael (1992) Are Foreign Banks Still Welcome in the United States?, The Bankers 
Magazine, 175,5: 16-21 
Grryminski, R. (199 1) The New Old-Fashioned Banking, Harvard Business Review, 69,3: 
87-98. 
Guth, Wilfried (1986) Bank strategy In An Age of Rapid change, The Banker, 136, (April): 
36-47. 
Hamid, Mohamed EI-Fatih (1997) Istisna - Classical Concept in a Modem Framework, New 
Horizon, 60, (February): 3-7. 
Hamm, S. (1989) Global Islamic banking in the year 2000, New Horizon, 363 (Sep. -Oct. ): 
32-33. 
Hamoud, S. H., Islamic Banking, The Adaptation of Banking Practice to Conform with 
Islamic Law, Arabian Information, London, 32-36. 
Hamour, Mukhtar (1999) privatisation in Islamic Development Bank Member countries, 
Journal of Islamic Banking and Finance, 16,1: 27-58. 
Hanafi, A. A. (199 1) Islamic Chamber of Commerce, Industry and Commodity Exchange - 
Historical Background and Activities, 8,3 : 28-40. 
Haqqaani, S. A. Q. (1992) Modaraba certificate as an instrument for investment, Journal of 
Islamic Banking and Finance, 9,1: 42-61. 
Haqqani, S. A. Q. (1994) Modarabas and Their Operations: Pakistan's Experience, Journal of 
Islan-& Banking and Finance, 11,2: 16-20. 
Haqqani, Husain (1984) Interest on the wane, Far Eastern Economic Review, 125 (August): 
50-51. 
Haqqani, Husain (1985) Smooth Transition, Far Eastern Economic Review, 127, (January): 
70-72. 
Hardie, A. R., and Rabooy, M. (199 1) Risk, Piety and The Islamic Investor, Banking Journal 
of Moslem Economic Society, 18,1: 52-66. 
506 
Haron, Sudin (1997) Profit-Sharing: Questions That Need to be Answered, New Horizon, 60, 
(February): 10-12. 
Haron, Sudin(1996) Islamic Banking: ANew Vehicle in Fostering Entrepreneurship, Journal 
of Islamic Banking and Finance, 13,3: 28-3 9. 
Haron, Sudin and sharunugarn (1995) The Effect ofRate ofProfit on Islamic Bank's Deposits: 
A Note, Journal of Islamic Banking and Finance, 12,2: 18-28. 
Haron, Sudin (1995/96) The PhilosoPhy and Objective of Islamic Banking: Revisited, New 
Horizon, 46147, (Dec. /Jan. ): 5-7. 
Harran, Saad(1996) Islamic Finance Needs ANewParadigm, New Horizon, 48, (February): 
7-9. 
Harrington, Jr. J. J. (1988) Converting from Western to Islamic Banking: Pakistan, Journal of 
South Asian and Middle Estern Studies, 12,2: 3-20. 
Hasan, M. (1991) The challenges to Privatization, Journal of Islamic Banking and Finance, 
8,1 : 51-56. 
Hasan, M. (1991) Performance of Banks Under Non-interest System, Journal of Islamic 
Banking and Finance, 8,1: 42-50. 
Hasanuzzaman, S. M. (1972) The Liability of partners in an Islamic Sharkah, Journal of 
Islamic Research Institute, Pakistan, 11,4: 
Hasanuzzarnan, S. M. (1994) What is Mudaraba, Journal of Islamic Banking and Finance, 11, 
3: 7-24. 
Hasanuzzarnan, S. M. (1994) What Sharika Is?, Journal of Islamic Banking and Finance, 11, 
4: 14-32. 
Jafarey, Nasim (1995) What is Riba?, Journal of Islamic Banking and Finance, 12,1: 50-52. 
Hasanuzzarnan, S. M. (1997) Defining Islamic Economic, Journal of Islamic Banking and 
Finance, 14,1: 12-22 
Hasanuzzarnan, S. M. (1994) Conceptual Foundations of Riba in Qur'an, Hadith and Figh, 
Journal of Islamic Banking and Finance, 11,1: 7-15. 
Hassan, T. (1991) Islamic Banking: The Need for Uniform Regulation, Journal of Islamic 
Banking and Finance, 8,2: 15-30. 
Hassan, T. (1986) Interest Free System of Banking and Finance in Pakistan, Journal of 
Islamic Banking and Finance, 3,1 : 7-17. 
Hassan, T. (1987) Legal Process for Establishing Rules for Murabahah Contracts, Journal of 
Islamic Banking and Finance, 4,4: 71-74. 
507 
Hossain, 1. (1987) Ricardo and The Current Issues in Monetary Theory, Thoughts on 
Economics, 8,1 : 63 -8 1. 
Hossain, M. M. (1987) Banking Business and Capital Charge, Thoughts on Economics, 8,1: 
21-37. 
Hossein, H. (1988) Islamic Economics in Iran and other Muslim countries: Is a New 
Economic Paradigm in the Making, Journal of South Asian and Middle Eastern 
Studies, X1 1,2: 21- 44. 
Husain, Iftikhar (1994) Bank Interest and Riba, Journal of Islamic Banking & Finance, 11,2: 
31-35. 
Hussein, Raef T. A. (1987) The Early Arabian Trade and Marketing, Islam and The Modem 
Age, 18,2-3: 163-172. 
Hyder, Habib (1989) Islamic Banking, The Banker (May): 40-4 1. 
IBB (1986) Interest in no interest, Far Eastern Economic Review, 132 : 99. 
Idris, Rustam (1994) Developing Islamic Banking - The Malaysian Experience, 28, (June): 
10-11. 
lqbal, Munawar (199 1) Financing Economic Development, in Sadeq, A. M., Pramanik, A., and 
Bin Hj. Nik Hassan, Njed. ) Development and Finance In slam, Malaysia: 
International Islamic University Press; 10 1- 127. 
Igbal, Zarnir (1997) Scope of Asset Securitization in Islamic Banking, Journal of Islamic 
Banking and Finance, 14,4: 3541. 
Important catalyst in Islamic finance company profile: Dar Al Mal Al Islamic Group (1991) 
New Horizon (September) 3 85: 14-16. 
Interview (1994) Muslims Must Look Beyond the Account of Islamic Banks, New Horizon, 
30, (August): 6-7. 
Interview (1994) Faguish Pledges to Increase Ties with Member States, New Horizon, 28, 
(July): 15-16. 
Irshad, S. A. (1964) Banking Without Interest, Muslim News International, 3,4: 32-34. 
Ishfaq, M. (1991) Anatomy of Riba and interest, Journal of Islamic Banking and Finance, 8,3: 
58-64. 
Islam, T. S. (1986) Productivity Measurement: ADiscussionofTwo Crucial Issues, Thoughts 
On Economics, 7,3: 10-16. 
Islam, M. Z. (1987) An Islamic Approach to Distribution of Income Among the Participating 
Factors in the Framework of Islam, Thoughts On Economics, 8,3&4: 59-67. 
508 
Islamic Banking- Progress and Obstacles, Cover Story, Islamic Finance: 31-35. 
Islamic Banking: Facing a Year of Opportunities (1992) New Horizon, (February) 389: 12. 
Islamic banking, Chinese style (Malaysia's MBF finance's Islamic division), The Banker, 14 1: 
(August): 57. 
Islamic Banking is not for the faint-hearted (1992) New Horizon, 391: 2. 
Islamic Business: Theory and practice, The Economist Intelligence Unit (1984-1985) 
Islamic Banking and the Law (1992) New Horizon, (August) 3 90: 2. 
Islamic Banking in Iran-cautious progress (1992) New Horizon (June) 393: 7-9. 
Islamic Banking: Facing a Year of Opportunities (1992) New Horizon (February) 3 89: 12. 
Ismail, Abdul Halim (1997) Islamic Equity Markets, New Horizon, 68, (October): 9-11. 
Jafarey, N. A. (1994) The Search for an Islamic Economic System, Journal of Islamic Banking 
And Finance, 11,2: 11-15. 
Jafrey, Nasim (1991) Concept of State and Political System in Islam, Journal of Islamic 
Banking and Finance, 8,2: 31-41. 
Jain, P. K. (1989) Assessing the Performance of a Development Bank, Long Range Planning, 
22,6: 100-106. 
Jalees, Kunwar (1988) Interest-Free Bank Being set up in India, Journal of Islamic Banking 
and Finance, 5,2 (April-June): 48-5 1. 
Jones, Colin (199 1) How safe is your Bank?, The Banker, (October): 12-19. 
Kahf, Monzer (1982) Fiscal and Monetary Policies in An Islamic Economy, In Ariff, 
Mohamad, (ed. ), Monetary and Fiscal Economics of Islam, Jeddah: International 
Center for Research in Islamic Economics, King Abdulaziz University, Saudi Arabia: 
125-144. 
Kamali, Mohammad Hashimi (1997) A Shari'ah Perspective on Futures, New Horizon, 64, 
(June): 3-6. 
Kamel, Sheikh Saleh(1994) Islamic Banks andFinancial Institutions: Future Challenges, New 
Horizon, 35, (January): 4-6. 
Kammert, James L. (1983) The World Bank Group, in Baughn, Williams and Mandich, 
Donald (ed. ) The International Banking Handbook, Dow Jones-Irwin: 462-485. 
Kammert, James (1983) International Finance Corporation, inBaughn, Williams and Mandich, 
Donald (ed. ) The International Banking Handbook, Dow Jones-Irwin: 486-502. 
509 
Karachi, Arshad Zaman (1994) Defining Riba, New Horizon, 24, (February): 12. 
Kariisa-Kasa, J. And Murinde, V. (1995) Towards Evaluating the Financial Performance of 
Development Banks: A Case-Study of the East African Development Bank, 
International Journal of Development Banking, 13,2 (July): 13 -26. 
Kazi, A. G. N. (1984) Islamic Banking in Perspective, Journal of Islamic Banking and 
Finance, 1,3: 7-21. 
Khaf, M. (1992) Saving and Investment Functions In A Two-Sector Islamic Economy, in 
AbulHasan M. Sadeqi (ed. ) Financing Economic Development, Malaysia: 
Longman, 38- 57. 
Khan, Igbal Ahmad (1995) Strategic Perspectives on Islamic Finance and Investments, New 
Horizon, 37, (March): 4-6. 
Khan, M. S. And Mrakhor, A. (1990) Islamic Banking: Experiences in the Islamic Republic 
of Iran and in Pakistan, University of Chicago, USA, 38,2 (January): 334-375. 
Khan, G. 1. (1988) Address by Mr. Ghularn Ishaq khan, Chairman, Senate, Journal of Islamic 
Banking and Finance, 5,1 : 23 -3 1. 
Khan, A. J. (1984) Elimination of'Riba'From the Banking System, Journal of Islamic 
Banking and Finance, 1,3 : 2444. 
Khan, M. And Mirakhor, A. (1987) The Financial System and Monetary Policy in an Islamic 
Economy, in Khan, M. and Mirakhor, A. (ed. ) Theoretical Studies in Islamic 
Banking and Finance, Houston: The Institute for Research and Islamic Studies: 
163-84. 
Khan, M. S. And Nfirakhor A. (1986), The Framework and Practice of Islamic Banking, 
Finance and Development, 23, (Summer): 32-36. 
Khan, M. (1987) Islamic Interest-Free Banking -A Theoretical Analysis, in Khan, M. and 
Mirakhor, A. (ed. ) Theoretical Studies in Islamic Banking and Finance, Houston: 
The Institute for Research and Islamic Studies: 15-35. 
Khan, Mohsin (1997) The Challenges for Islamic Banking, New Horizon, 62, (April): 9-11. 
Khan, S. R. (1987) An Economic Analysis of a PLS Model for the Financial Sector, 
in Khan, M. And Mirakhor, A., (ed. ), Theoretical Studies in Islamic Banking and 
Finance, Houston: The Institute for Research and Islamic Studies: 107-123. 
Khan, M. S., and Mirakhor, A. (1987) The Financial System and Monetary Policy in an 
Islamic Economy, in Khan, M. And Mirakhor, A., (ed. ), Theoretical Studies in 
Islamic Banking and Finance, Houston: The Institute for Research and Islamic 
Studies: 163-184. 
510 
Khan, W. M. (1987) Towards an interest Free Islamic Economic System, in Khan, M. And 
Mirakhor, A-, (ed. ), Theoretical Studies in Islamic Banking and Finance, Houston: 
The Institute for Research and Islamic Studies% 75- 105. 
Khan, M. A- (1988) Commodity Exchange and Stock Exchange in Islamic Economy, The 
American of Islamic Social Science, 5,1 : 91-114. 
Khan, Fahim (1997) Cost of Capital for An Islamic Firm: Case of Islamic Development Bank, 
Islamic Economics studies, 6: 1-9. 
Khan, I. A- (1995) Strategic Perspectives on Islamic Finance and Investment, New Horizon, 
37 (March) A-6. 
Khan, M., and Nlirakhor, A- (1989) The Framework and Practice of Islamic Banking, Journal 
of Islamic Banking and Finance, 6,1: 22-32. 
Khan, S. K (1987) Profit and Loss Sharing as a Substitute for Interest in Islamic Banking, 
Savings and Development, 11,3: 317-327. 
Khan, F. (1993) Mobilisation. of Domestic Funds on Islamic Principles, New Horizon, 6 
(June): 13 -14. 
Khan, M. R. (1988) Islamisation of Credit System: Expectations and Realities, Journal of 
Islamic Banking and Finance, 5,2: 7-14. 
Khan, S. U. (1988) Islamization of Banking in Pakistan Financing under PLS Some 
Impediments, Journal of Islamic Banking and Finance, 5,2,: 52-59. 
Khan, M. A. (1971) International Monetary Crisis: Causes and Cure, The Criterion, 6,2: 
5-19. 
Khan, A. A. (199 1) Growing Popularity of Modaraba as Islamic Mode of Financing, Journal 
of Islamic Banking and Finance 8,3: 55-57. 
Khan, M. A. (1988) Commodity Exchange and Stock Exchange in Islamic Economy, The 
American Journal of Islamic Social Sciences, 5,1: 91-114. 
Khan, Shahrukh Rafi (1984) An Economic Analysis of a PLS Model for the Financial Sector, 
The Pakistan Journal of Applied Economics, 8: 107-123. 
Khan, M. S. And Sundararajan, V. (1991) Financial Sector Reforms and Monetary Policy, 
Journal of Islamic Banking and Finance, 8,4: 22-41. 
Khan, G. 1. (1984) Basic Issues in Islamic Banking, Journal of Islamic Banking and Finance, 
1,2: 21-33. 
Khan, M. A. (1989) A Survey of Critical Literature on Interest-Free Banking, Journal of 
Islamic Banking and Finance, 6,1: 45-58. 
511 
Khouri, K G. (1987) Islamic Banking - Knotting a New Network, Aramco Magazine (May- 
June): 15-27. 
King, John (1988-1989) Egypt's Islamic Investment Companies In Crisis, New Horizon, 
355 (Dec. -Jan. ): 20-21. 
Korth, Christopher (1983) International and U. S. Financing Agencies, in Roussakis, 
Enunanuel, (ed. ) International Banking Principles and Practices, London: Praeger 
Publishers, 439454. 
Lawai, Hussain (1994) Key Features of Islamic Banking, Journal of Islamic Banking & 
Finance, 11,4: 7-13. 
Lawai, Hussain (1994) Essentials of Successful Islamic Banking, New Horizon, 3 1, 
(September): 4-8. 
Mahdavi, H. (1995) Islamic Banking in Iran, In Encyclopedia of Islamic Banking an 
Insurance, Institute of Islamic Banking and Insurance: 221-230. 
Mahdavi, H. (1992) Islamic Banking in Iran - Cautious Progress, New Horizon, 3 93 (June): 
7-9. 
Malaika (1994) Prospect of Islamic Financial Institution, American Journal of Islamic 
Finance, 5,2: 9-13. 
Malas, Iyad (1996) Islamic Finance Goes Multilateral, Islamic Banker, 4 (March): 8-9. 
Mannan, M. A. (1970) Islamic Social Framework, The Criterion, 5,1 : 5-18. 
Martin, Jeremy (1996 a) Enhancing the Competitiveness of Islamic Banks, New Horizon, 54, 
(August): 4-6. 
Martin, Jeremy (1996 b) Security in Islamic Banking, New Horizon, 48, (February): 4-6. 
McLead, Robert W. And Malhorta, D. K. (1993) Emerging Trends in Interest Rate swaps, 
The Bankers Magazine, 176,3-44-50. 
McNulty, I E. (1986) Measuring interest rate risk what do we really know? Journal of Retail 
Banking, 86,8, (Spring-Summer): 49-58. 
Mdaghri, D. A. (1988) Towards an Islamic Common Market, JournalofIslamic Banking and 
Finance, 5,1 : 73-78. 
Meeker, Larry G. (1990) Development Finance: Doing the Undoable Deals, The Journal of 
Commercial Bank Lending, 72,11: 13-26. 
Meenai, Anwar (1996 a) IslatnicBanks and Deposit Mobilization, NewHorizon, 49, (March): 
6-9. 
512 
Meenai, Anwar (1996 b) Islamic Banks and Deposit Mobilization, New Horizon, 5 0, (April): 
12-13. 
Meenai, Anwar Ahmed (1997) Developing New Modes of Investment, New Horizon, 67, 
(September): 10-12. 
Memon, N. A. (1989) Leasing -A flexible mode of financing, Journal of Islamic Banking and 
Finance, 6,1: 18-21. 
Minsky, H. P. (1993) Community Development Banks an Idea in Search of Substance, 
Challlenge, 36, (March/April): 33-41 
Mirakhor, A. and Khan, M. S.. (1986) The framework and practice of Islamic banking, 
Finance & Development, 23,3 : 32-36. 
Mirakhor, A- (1992) Theory of An Islamic Financial System, in Abulhasan M. Sadeq (ed. ), 
Financing Economic Development, Longman Malaysia: 142-166. 
Mirakhor, A. (1988) The Progress of Islamic Banking: The case of Iran and Pakistan, in 
Mallat, C., (ed. ), Islamic Law and Finance, London: Graham and Trotman: 91-115. 
Mrakhor, A. (1987) The Muslim Scholars and the History of Economics: A Need for 
Consideration, The American Journal of Islamic Social Sciences, 4,2 : 245-276. 
NErakhor, A. (1995) Theory of Islamic Financial System, in Encyclopedia of Islamic Banking 
and Insurance, Institute of Islamic Banking and Insurance: 31-49. 
Mrakhor, A. (1987) Short-term Asset Concentration and Islamic Banking, in Khan, M. and 
Mirakhor, A. (ed. ) Theoretical Studies in Islamic Banking and Finance, Houston: 
The Institute for Research and Islamic Studies: 185-199. 
Mitchell, W., Lewis, p., and Reinsch, N. (1992) Bank Ethics: An Exploratory study ofEthical 
Behaviors and perceptions in small, local Banks, Journal of Business Ethics, 11: 197- 
205. 
Mohamed, I. H (1995) The Islamic Financial Market: Mobilizing and Utilizing Funds, in 
Encyclopaedia of Islamic Banking and Insurance, Institute of Islamic Banking and 
Insurance: 129-136. 
Moin, F. (1992) Shar'ia Court Ruling Upsets Pakistani Banking Cart, New Horizon, 390 
(March): 6-7. 
Montefior, H. (199 1) Is Interest immoral? New Horizon, 3 86 (October): 13. 
Muazzarn, Ali (1988) Welcome Address, Journal of Islamic Banking and Finance, 5,1 : 7-9. 
Muazzam, Ali (1984) Re-Establishing Islamic Identity, Journal of Islamic Banking and 
Finance, 1,2 : 7-9. 
513 
Mudawi, S. A. Y. (1984) Organization in Islamic Banking, Journal of Islamic Banking and 
Finance, 1,2,,: 79-86. 
Mudawi, A. B. (1986) Medium - and Long-Term Finance by Islamic Financial Institutions, 
Journal of Islamic Banking and Finance, 3,2: 16-35. 
Mudawi, Al-Bagkir (1992) Sudan-Testing Ground for Islamic Banking, 393 (June): 16-18. 
Murinde, Victor and Kanisa-Kasa (1996) The Financial performance of the East African 
Development Bank: A Retrospective Analysis, Corporate Finance, 5: 1-3 5. 
Murinde, V., Naser, K. And Olesugun Wallace, R. S. (1995) Is It Prudent for Islamic Banks 
To ake Investment Decisions Without the Interest Rate Instrument?, Research in 
Accounting in Emerging Economies, 3: 123-148. 
Muzaffar, M. (1995) Ijara: Financing on the Basis of Hire-Purchase and Leasing, in 
Encyclopedia of Islamic Banking and Insurance, Institute of Islamic Banking and 
Insurance: 137-144. 
Myers, Cliff (1986) 10 points on Asset/liability Management, Magazine of Bank 
Administration, 62, (October): 62-64. 
Nasser, El-Gharib (1988) The Role of Islamic Banks for Initiating an Islamic Common 
Market, Journal of Islamic Banking and Finance, 5,1 : 119-139. 
Nassief, Nabil (1995 a) The Role of Islamic Banks in the Privatisation Process, New Horizon, 
35 (January): 12-13. 
Nassief, Nabil (1990) Islamic Banking around the world, Journal of Islamic Banking and 
Finance, 7,1 : 55-64. 
Nassief, Nabil (1995 b) Retaining a Competitive Edge in Islamic Banking, Islamic Banker, 2, 
(Nov. /Dec. ): 14-15. 
Naughton, S. And Shamnugam, B. (1990) Interest-Free Banking: A case study of Malaysia, 
Journal of Islamic Banking and Finance, 7,3 : 40-56. 
Naughton, Tony (1997) Is an Islamic Stock Market Viable?, New Horizon, 6 1, (March): 7- 
11. 
Naughton, S. A. J. And Tahir, A. (1988) Islamic Banking and Financial Development, Journal 
of Islamic Banking and Finance, 5,2: 60-73. 
New Horizon Reporter (1991) Company Profile: IDB's Assistance Enhances Islamic 
Solidarity, New Horizon, 3 86, (October): 14-15 
News Monitor (1996) Musharakah (Partnership) Financing, New Horizon, 48 (February): 17. 
Nice New Niches (1991) The Banker (November): 48-56. 
514 
Nienhaus, Volker (1986) Islamic Economics, Finance and Banking: Theory and Practice, 
Journal of Islamic Banking and Finance, 3,2: 36-61. 
Obaidullah, Mohammed (1997) Islarnisation and Stock Market Efficiency, New Horizon, 65, 
(July): 9-12. 
Overview (1995) IDB on Course for New Agenda, New Horizon, 41, (July): 3. 
Overview (1994) Islamic Banks Pricing Themselves Out of the Market, New Horizon, 3 1, 
(September): 3. 
Overview (1995) IIDB Faces Challenges With New-Found Optimism, New Horizon, 37, 
(March): 3. 
Ozal, T. (1986) Islam And The West - Towards A New International Economic Orderg 
Journal of Islamic Banking and Finance, 3,3 : 7-16. 
Parker, Mushtak (1994) Islamic Trade Finance, New Horizon, 33, (November) 14-15. 
Parker, Mushtak (1992 b) The Malay Way, New Horizon, (July): 6: 9. 
Parker, Mushtak (1995 b) Pressure on IDB to Ease Lending Terms, Islamic Banker, 
(November/December): 2. 
Parker, Mushtak (1992 a) Islamic Development Bank, New Horizon, 3 92, (May): 17. 
Parker, Mushtak (1993 a) Islamic Banking Supervision -A Source of Confusion, New 
Horizon, 7 (July): 3-4. 
Parker, Mushtak (1992 c) A Banking Bullwark in the Making, New Horizon, 6 (July): 15-16. 
Parker, Mushtak (1993 b) A point of Interest, The Banker, 143,808: 51-52. 
Parker, Mushtak (1996 b) IDB Targets Power Sector and Leasing Finance: An Agenda for 
Change?, Islam Banker, 3, (Jan. /Feb. ): 14-15. 
Parker, Mushtak (1989 a) Islamic Banking: Expansion and Optimism, New Horizon, 362 
(August): 12-14. 
Parker, Mushtak (1989 b) Watershed year for Al-Baraka's Expansion, New Horizon, 363 
(Sep. - Oct. ): 20-21. 
Parker, Mushtak (1996 c) Fund Fever Hits The Market, Islamic B anker, 6 (May/June): 16-17. 
Parker, Mushtak (1995 a) The Americans Are Coming, Islamic Banker, I (October): 4-5. 
Parker, Mushtak (1996 a) The New Innovators, Islamic Banker, 3 (Jan. /Feb. ): 6-7. 
515 
Parvez, Imtiaz Ahmad (1995/96) The Financial Instruments Used by Islamic Banks, New 
Horizon, 46147, (Dec. /Jan. ): 19-21. 
Parvez, Imtiaz Ahmed (1997) What is the Islamic View on Time Value of Money and How 
Does It Differ From That of the Traditional Ones?, New Horizon, 65, (July): 7-8. 
Parvez, I. A. (1991) Islamic Banking, Journal of Islamic Banking and Finance, 8,1 : 17-41. 
Parvez, Imtiaz Ahmed (1997) Does Zero Interest Rate Equal Zero Discount Rate?, New 
Horizon, 66, (August): 13. 
Parvez, Imtiaz Ahmad (1995) The Financial Instruments Used by Islamic Banks, New 
Horizon, 45, (November): 3-5. 
Pirzada, S. S. (1988) Address by Syed Sharifuddin Pirzada, Secretary General of the 
Organization of the Islamic Conference, Journal of Islamic Banking and Finance, 
5,1 : 33-49. 
Plath, D. A. and Kloppenborg, T. J. (1989) Do Expert system Help Make Better Lending 
Decisions?, Journal of Retail Banking, XI, 4: 27-37. 
Presley, John and Sessions, John (1994) Islamic Economics - The Emergence of a New 
Paradigm, New Horizon, 23, (January): 13 -15. 
Presley, John R. and sessions, John G. (1994) Islamic Economics: The Emergence of a New 
Paradigm, The Economic Journal, 104-424: 584-596. 
Qandeel, Ali (1989) IDB Provides Inter-Islan-dc Trade with Financial Backbone, New 
Horizon, 365, (December): 22. 
Qayum, Khaled (1998) Islamic Banking: Scope and Challenges, Journal of Islamic Banking 
and Finance, 15,1: 23-30. 
Qureshi, D. M. (1985) Investment Financing on the Basis of Shared-Risk, Journal of Islamic 
Banking and Finance, 2,2: 7-12. 
Qureshi, D. M. (1984) Instruments of Islamic Banking: An Evaluation, Journal of Islamic 
Banking and Finance, 1,2: 65-78. 
Qureshi, D. M. (1988) The Role of Stock Exchange in Islamic Financial System, Journal of 
Islamic Banking and Finance, 5,3 : 9-19. 
Qureshi, D. M. (1989) Lease Financing, Journal of Islamic Banking and Finance (January- 
March) 6,1: 14-17. 
Qureshi, D. M. (1985)Mudaraba and itsModern Applications, Journalofislarnic Banking and 
Finance, 2,1 : 7-24. 
516 
Qureshi, D. M. (1984) Evolving Interest-Free Banking inPakistan, Journal of Islamic Banking 
and Finance, 1,3 : 45-49. 
Qureshi D. M. (1988) Islamic Instruments of Finance: The Role of Stock Exchange, Journal 
of Islamic Banking and Finance, 5,1 : 79-82. 
Qureshi, D. M. (1990) - The Role of Shari'ah-Based Financial Instruments In A Muslim 
Country, in Ariff, Mohamed and Mannan, M. A. (ed. ), Developing a system of 
Financial Instruments, Jeddah: IRTI, IDB, Saudi Arabia, 49-74. 
Raghavan, V. S. (1982) Some Issues Relating to Financial Policies of Development Banks, 
in Diamond, W. and Raghavan, V. S. (ed. ) Aspects of Development Bank 
Management, Baltimore and London: The Johns Hopkins University Press: 
196-212. 
Rahman, Tanzilur (1998) Alternate to Riba, Journal of Islamic Banking and Finance, 15,4: 
7-20. 
Rasul, Ghulam(1994) Transforming Pakistan's Economy-Money and Banking, NewHorizon, 
28, (June): 12-13. 
Readers' Forum (1996) In the Spirit of the Shari'ah, Islamic Banker, 4 (March): 20. 
Rauf, S. (1991) Rashid Skinner-Freud Verses Islam, New Horizon, 380 (April): 15. 
Roy, Delwin A. (1991) Islamic Banking, Middle Eastern Studies, 27,3: 427-456. 
Rule, John E. And Sedgwick, Mark J. (1986) The Next Ten Years in Banking: European and 
American view, Journal of Retail Banking, VIII, I and 2: 41-47. 
Sadeq, Abulhasan M. (199 1) Economic Growth in An Islamic Economy, in Sadeq, Abulhasan 
M., Pramanik, Ataul Huq and Bin Hj. Nik Hassan, Nik Mustapha, (ed .) 
Development and Finance in Islam, Malaysia: International Islamic University 
Press, 55. 
Sadeq, Abulhasan M. (199 1) Economic Growth in An Islamic Economy, in Sadeq, Abulhasan 
M. , Pramanik, Ataul 
Huq and Bin Hj. Nik Hassan, Nik Mustapha, (ed .) 
Development and Finance in Islam, Malaysia: International Islamic University 
Press, Praeger Publishers: 439- 454. 
Saeed, Khawaja Amjad (1998) Socio-Economic Strategy, Journal of Islamic Banking and 
Finance, 15,3: 12-20. 
Saeed, Khawaja Amjad (1998) Socio-Economic Strategy, Journal of Islatnic Banking and 
Finance, 15,4: 21-27. 
Saeed, K. A. (1990) Lease Financing-Legal and Taxation Issues, Journal of Islamic Banking 
and Finance, 7,2: 15-24. 
517 
Saidi, N. A. (1991) Performance of Banks under non-interest system, Journal of Islamic 
Banking and Finance, (January - March) : 42-50. 
Salama, A. A. (1987) Utilization of Financial Instruments a case study of Faisal Islamic Bank 
(Sudan), Journal of Islamic Banking and Finance, 4,2: 24-40. 
Sami, A., Hollman, K. (1990) The Manager's Guide to Islamic Banking, Business, (July- 
September) : 35-40. 
Sarig, Oded and Warga, Arthur (1989) some Empirical Estimates of the Risk structure of 
Interest Rates, The Journal of Finance, XLIV, 5; 13 5 1-13 59 
Sarker, A. A. (1996) Islamic Financial Instruments: Definition and Types, New Horizon, 50 
(April): 3-6. 
Sattar, S. A. (1974) Interest-Free Banking, The Criterion, 9,6 (June) : 15-26. 
Schworz, Ada, (1992) Profit and the Prophet-Indonesian Bank Offers No-Interest Services, 
Far Eastern Economic Review (May): 45-46. 
Shaik, Samir Abid (1997) Islamic Banks and Financial Institutions: A survey, Journal of 
Muslim Minority Affairs, 17,1: 117-127. 
Shrieves, Ronald E. (1992) The Relationship Between Risk and Capital in Commercial Banks, 
Journal of Banking and Finance, 16: 439-457 
Siddiqi, Muhammad Nejatullah (1971) A Model of Interest-free Banking, The Criterion 6,4 
(July-Aug. ): 19-40. 
Siddiqi, Muhammad Nejatullah (1995) Islamic Economics and Finance, in Encyclopedia of 
Islamic Banking and Insurance, Institute of Islamic Banking and Insurance: 1-9. 
Siddiqui, Shahid Hasan (1994) Islamic Banking-Some Recommendations, Journal of Islamic 
Banking and Finance, 11,3: 25-3 1. 
Siddiqui, Shahid Hasan (1995) What is Riba?, Journal of Islamic Banking and Finance, 
12,1: 53 - 58. 
Siddiqui, Shahid Hasan (1997) IslamisatiOn of Banking system-Pakistan Experience, Journal 
of Islamic Banking and Finance, 14,4: 11-22. 
Siddiqui, Shahid Hasan (1997) Islamic Banking System- A Word of Caution, Journal of 
Islamic Banking and Finance, 14,3: 7-18. 
Siddiqui, Shahid Hasan (1997) Establishment of Model Islamic Bank is Need of the Hour- 
"Interest-Free Banking System" as Adopted in Pakistan is Un-Islamic, Exploitative, 
Journal of Islamic Banking and Finance, 14,2: 7-2 
518 
Siddiqui, shahidHasan(1996)Islarnic Banking: Rationale, Prospects and Challenges, Journal 
of Wan& Banking & Finance, 13,2: 26-47. 
Siddiqui, Shahid Hasan (1995) Interest-Free Financing Agreement, New Horizon, 43, 
(September): 10-11. 
Siddiqui, Shahid Hasan (1999) Islamic Development Bank: Operations, Prospects, and 
Challenges, Journal of Islamic Banking & Finance, 16,1: 7-19. 
Siddiqui, Shahid Hasan (1997) Islamic Banking-Attitude of West, Journal of Islamic Banking 
And Finance, 11,1: 16-20. 
Smith, Duncan (1997) Islamic Banks, Conventional Banks and Combinations of the Two: 
Structural Change in the Islamic Finance Market Place, New Horizon, 64 (June): 
8-11. 
Smith, Duncan (1995) Islamic Banking Interaction with Conventional Banks, New Horizon, 
36, (February): 4-5. 
Sohurul. Islam, M (1987) An Islamic Approach to Distribution of Income Among the 
Participating Factors in the Framework of Islam, Thoughts on Economics, 8,3 and 
4: 59-67. 
Spiers, Joseph (1992) Count on Lower Rates To Work, Fortune, February 10: 19-22. 
Spot the difference (1989) Euromoney, Pakistan Supplement, (Sep. ): 19-21. 
Stewart, Glenn (1995) Why Western Regulators are the Best, Islamic Banker, 2 (Nov. /Dec. ): 
12-13. 
Syedain, Hashi, (1989) Counting on The Quran, Management Today (UK), (March): 
104-108. 
Tariq, Mohammad (1996) Investing in Partnerships, Islamic Banker, 5 (April): 6-7. 
Tatsumi, Keigo (1983) Regional Development Agencies, in Baughn, W. And Mandich, D., 
(ed. ) The International Banking Handbook, Illinois: Dow Jones-Irwin, Homewood, 
Illinois: 522- 544. 
The Economist (1992) Banking Behind the Veil, (April 4th) : 76. 
Thomas, Richard (1995) LondonInterbank OfferedRate and Murabaha- Strange Beffellows?, 
Islamic Banker, I (October): 11-13. 
Thomas, Richard (1996) Benefits for Domestic Economies, Islamic Banker, 5 (April): 15. 
Timewell, S. (1992) Back to the Future, The Banker, (February): 24-29. 
Timewell, S. (1991) Theres's no Place like home, The Banker (November) : 44-56. 
519 
Towards an Islamic Financial Market (1992) New Horizon, 392: 15-16. 
Trade Prospects Between EC and the Islamic World in 1990's (1989) New Horizon 
(December) 355: 22-23. 
Turki, Mustafa M. (1997) Islamic Banking: A System Perspective, New Horizon, 62, (April): 
3-5. 
UL Haque, Z. (1989) Riba and Interest, Journal of Islamic Banking and Finance, 6-4 : 7-9. 
UL Haque, Nadeem And Mirakhor, A. (1989) Saving Behaviour in an Economy Without 
Fixed Interest, Journal of Islamic Banking and Finance, 6,3 : 24-38. 
UL Haque, Nadeern and Mirakhor, A. (1987 a) Optimal Profit-Sharing Contracts and 
Investment in an Interest-Free Islamic Economy, in Khan, M. And Mirakhor, A. 
(ed. ) Theoretical Studies in Islamic Banking and Finance, Houston: The Institute 
for Research and Islamic Studies: 141-16 1. 
UL Haque, Nadeem and Mirakhor, A. (1987 b) Saving Behavior in an Economy without 
Fixed Interest, in Khan, M. And Nfirakhor, A. (ed. ) Theoretical Studies in Islamic 
Banking and Finance, The Institute for Research and Islamic Studies: 125-139. 
Usmani, Mohammed Tagi (1996) The Need for Codification, Islamic Banker, 6 (May/June): 
13-15. 
Usmaniý Mohammed Tagi (1997) Effective Policies, Moral Values: Pre-Requisites for Islamic 
Banking, New Horizon, 60, (February) : 8-9. 
Uzair, M. (1995) Conceptual Foundations and Operational Aspects of Fiscal Policy in Islam, 
Journal of Islamic Banking and Finance, 12,3 : 7-5 1. 
Uzair, M. (1956 b) Why Interestless Banking?, The Voice of Islam (February): 15 5: 160. 
Uzair, M. (1956 c) Interestless Banking III - The Alternative, The Voice of Islam, (April): 
235-242. 
Uzair, M. (1957) Interest-less Banking will it be a success?, The Voice of Islam (September) 
853-859. 
Uzair, M. (1983) Socio-Economic Rationale forIslamic System offinancing, Islamic Finance: 
110-113. 
Uzair, M. (1956 0 Structure of Interestless Commercial Banking (11), The Voice of Islam, 
7 (Oct. ): 461-466. 
Uzair, M. (195 6 d) Principles of Interest less Financing - In the Light of Islamic Shariah, The 
Voice of Islam, 7 (July): 351-360. 
520 
Uzair, Mohammad (1997) Techniques of Project Evaluation for Managing Finances Under 
Non- Interest Banking: An analysis of Qualitative and Quantitative Dimensions, 
Journal of Islamic Banking and Finance, 14,1: 32-38. 
Uzair, M. (1984) Impact of Interest Free Banking, Journal of Islamic Banking and Finance, 
1$4: 39-49. 
Uzair, Mohammad (1996) Socio-Econon-dc Rationale for Interest Free Financing and Certain 
Conceptual Issues, Journal of Islamic Banking and Finance, 13,1: 35-52. 
Uzair, Mohammad (1996) Islarnisation of Banking, Econon-dc Growth, Welfare, Moral and 
Allied Aspcects, Journal of Islamic Banking and Finance, 13,2: 7-25. 
Uzair, M. (1956 e) Principles of Interest less Financing Applied to Banking, The voice of 
Islam (August): 3 93 -3 97. 
Uzair,, M. (1956 a) Interest less Banking (I) Functions of a Modem Bank, The voice of Islam 
(January): 137-140. 
Uzair, M. (1989) Banks and Financial Institutions Growth Pattern in 80's, Journal of Islamic 
Banking and Finance 6,4: 10-18. 
Uzair M. (1982) Central Banking Operations in an Interest-Free Banking System, in Ariff, 
M., (ed. ), Monetary and Fiscal Economics of Islam, Jeddah: International Center 
for Research in Islamic Economics: 211-229. 
Watt, James B. (1992) Bank Reform: Is Bigger Necessarily Better?, The Banker Magazine, 
175,1: 22-27. 
Weist, Derek (1996) Issue in Islamic Leasing, New Horizon, 52, (June): 7-9. 
What is Murabaha? An Analysis of Some Modem Trade Finance Concept in Light of the 
Shari'ah (1993) The American Journal of Islamic Finance, (January-February)3, 
4: 2-3. 
What is a Bank? (1986) The Baker, 13 6 (July): 3. 
Wheelen, Thomas L. and Michaels, Charles E. (1989) Managing Banks in the 1990s, Journal 
of Retail Banking, 11,2: 49-54. 
Wilson, Rodney (1995 a) Islamic Banking and its Impact on the International Financial Scene, 
New Horizon, 3 6, (February): 8-11. 
Wilson, Rodney (1995 b) Marketing Strategies for Islarnic Financial Products, New Horizon, 
38, (April): 4-6. 
Wilson, Rodney (1995 c) Marketing Strategies For Islamic Financial Products, New Horizon, 
39, (May): 7-9. 
521 
Wilson, Rodney (1996 a) Quantifying The Islamic Financial Market Size, New Horizon, 54, 
(August): 9-14. 
Wilson, Rodney (1996 b) Quantifying The Islamic Financial Market Size-2, New Horizon, 5 5, 
(September): 13-15. 
Wilson, Rodney (1993) Equity Finance of Economic Development: Feasibility and Ethical 
Desirability, Mangerial Finance, 19,7: 70-80. 
Wilson, R. And Hasan, S. U, Trade Prospects Between EC and The Islamic World In 1990s 
New Horizon, 355 (December-January) : 22-23. 
Wolfensohn, James (1997) Most Developing Nations Facing Banking Crisis, Journal of 
Islamic Banking and Finance, 14,1: 55-64. 
Yakcop, Nor Mohamed (1995 b) KLSE's 2020 EquityVvision, Islamic Banker, I (October): 
14-15. 
Yakcop, Nor Mohamed (1996) Reaching out Bilaterally, Islamic Banker, 4 (March): 6-7. 
Yakcop, NorMohamed (1995 a), Creating Assets ThroughDebt Securities-Action the Malay 
Way, Islamic Banker, 2 (Nov. /Dec. ): 6-8. 
Yao - Su Hu (1981) The World Bank and Development Finance companies, Journal of 
General Management, 7,1, (Autumn): 46-57. 
Yousri, Abdul-Rahman (1988) Towards Positive Economic Integration Among Islamic 
Countries, Journal of Islamic Banking and Finance, 5,1: 51-72. 
Yousuf, N. (1991) AGCC Heading for Common Market, Journal of Islamic Banking and 
Finance, 8,1 : 62-64. 
Zafar, Said (1993) What is Murabaha? An Analysis of Some Modem Trade Finance Concepts 
in Light of the Shari'ah (1993), The American Journal of Islamic Finance, 3,4 
(January- February) : 2-3. 
Zafar, Said (1993) Mutual Funds: An Islamic Overview, The American Journal of Islamic 
Finance, 3,6 (May-June): 5-7. 
Zaidi, N. A. (1984 a) Islamic Banking: Perspective and Problems, Journal of Islamic Banking 
and Finance, 1,3: 55-64. 
Zaidi, N. A. (1991b) Interest-Free Banking and Finance in Economic Paradigm of Islam, 
Islamic Thought and Scientific Creativity, 2,2 : 49-56. 
Zaidi, A. A. (1988 b) Islamic Banking in Pakistan - NIB Financing: A Review of Progress and 
Problems, Journal of Islamic Banking and Finance, 5,3 : 21-30. 
522 
Zaidi, N. A. (1990) Riba: its economic implications, Journal of Islamic Banking and Finance, 
7ý2: 7-14. 
Zaidi, N. A. (1986) Interest-Free Banking and Finance In Economic Paradigm of Islam, 
Journal of Islamic Banking and Finance, 3,3 :33 -4 1. 
Zaidi, N. A. (1991 a) Interest-Free banking and Finance in the Economic Paradigm of Islam, 
Islamic Thought & Scientific Creativity, 2,1 : 49 - 56. 
Zaidi, N. A. (1987) Mushrika Financing for Working Capital, Journal of Islamic Banking and 
Finance, 4,3 : 44-56. 
Zaidi, N. A. (1991c) Performance of Bank under Non-interest System, Journal of Islamic 
Banking and Finance, 8,1: 42-50. 
Zaidi, N. A. (1984 b) An Alternative Model of Islamic Banking, Journal of Islamic Banking 
and Finance, 5,1: 27-3 8. 
Zaidi, N. A. (1988 a) TheNeed and Economics of Cooperation among Islamic Banks, Journal 
of Islamic Banking and Finance, 5,1 : 145-152. 
Zain, S. E. (1989) Islamic Economics as A System Based on Human Values, Journal of Islamic 
B anking and Finance, 6,2 : 13 -2 1. 
Zaman, A R. (1986) The operation ofthe Modem Financial Markets for stock and bonds and 
its relevance to an Islamic economy, 3,1: 125-140. 
Zaman, Ashraf (1988) A Practical Project for the Implementation of Islamic Common 
Market 31 Journal of Islamic 
Banking and Finance, 5,1 : 139-144. 
Zia-ul-Haq, M. (1984) International Seminar on Islamic Banking, Inaugural Address by 
President General Mohamad, Journal of Islamic Banking and Finance 1,2: 17-20. 
Zia-Ul-Haq, President General Mohamad (1988) International Symposium on Islamic 
Banking and Trade Finance Inaugural Address, Journal of Islamic Banking and 
Finance. 5,1: 11- 16. 
Ziauddin, M. (1997) Blueprint for an Islamic Financial System, New Horizon, 67, 
(September): 8-9. 
Zohurul Islam, M. (1987) An Islamic Approach to Distribution of Income Among the 
Participating Factors in the Framework of Islam, Thoughts on Economics, 8,3 24: 
59-67. 
Zuberi, K. (1986) Islamic Trade Financing Facility, Journal of Islamic Banking and Finance, 
3,3: 17-32. 
523 
Bibliography 
(Official Documents) 
A progress Report on The Implementation of The Makkah Declaration And The Plan of 
Action To Strengthen Cooperation Among The Member States of the OIC 
(14101-1/ Dec. 1989), Jeddah: Islamic Development Bank. 
Abdul Mannan, M.., Understanding Islamic Finance: A Study of the Securities Market In An 
Islamic Framework, Research Paper No. 18, Research Division 
Acheson, A, Chant, J., and Prachowny, M. (1972) Bretton Woods Revisited, Evaluations of 
the International Monetary Fund and The International Bank For Reconstruction 
and Development, University of Toronto Press. 
Adler, J. H. (1977) Development Theory and the Bank! s Developing Strategy- A Review, 
IMF/World Bank, Finance and Development, (December 1977). 
African Development Bank (1991) Annual Report. 
Ahmad, Ziauddin (198 5) The present state of Islamic Finance Movement, A paper prepared 
for the conference on The Impact and Role of Islamic Banking in International 
Finance: Issue and prospects held in New York city on June 28,1985. 
Ahmad, Ausaf (1987b) Development And Problems of Islamic Banks, Islamic Research And 
Training Institute, Jeddah: IDB. 
Ahmad, Ausaf (1987a) Income Determination in an Islamic Economy, Scientific Publishing 
Center, Jeddah: King Abdulaziz University. 
Ahmad, Z. (1985) Some Misgivings About Islamic Interest Free Banking, Annual Lecture 
in the Annual Lecture Series of Faisal Islan-dc Bank of Sudan at Khartoum on Nov. 
21,1985. 
Ahmed, Vigar and Bamberger, Michael (1989) Monitoring and Evaluating Development 
Projects- The South Asian Experience, EDI Seminar Series, Washington DC: The 
World Bank. 
Al-Sabbagh, Hashim (1986) The Mechanics and Operations of an Islamic Financial Market, 
Seminar on Developing a System of Islamic Financial Instruments, Kuala Lumpur: 
Malaysia, Sha'baan, 19-26,1406H, Jeddah: Islamic Research and Training 
Institute, IDB. 
Ali, Ahmad Mohamad (1977) The Role of the Islamic Development Bank In The Future 
Economic Order, Speech to be Delivered at the International Economic Conference 
in London 9th July: 1 -1.1. 
524 
Ammer, Christine and Ammer, Dean (1977) Dictionary of Business and Economics, New 
York: The Free Press and London: Collier Macmillan Publishers. 
Annual Report on Operations Evaluation (1995), Report No. 15049, October, 1995, 
Document of the World Bank. 
Ariff Mohamad and Mannan, A. A. ed. (1990) Developing A System of Financial 
Instruments, Proceeding of a seminar held in Kuala Lumpur- Malaysia 19-26 
Sha'baan 1407H (28 April to 5 May 1986) sponsored by; Jeddah: Islamic Research 
and Training Institute in Islamic Development Bank and Ministry of Finance, 
Government of Malaysia Kuala Lumpur, Malaysia. 
Articles of Agreement, Islamic Development Bank. 
Asian Development Bank (199 1) Annual Report. 
Asian Development Bank (1994), Annual Report. 
Baum, W. And Tolbert, S. (1985) Investing In Development, Lessons of World Bank 
Experience, Oxford University Press. 
Belghoula, B. (1980) Relations and Interactions In a Centrally Planned Economy, 
Development Banking In The 1980's, Selections from the proceedings of the 
UNIDOAVorld Bank Symposium, Zurich, June 1979, New York: United Nations. 
Bennett, Lynn and Goldberg, Mike (1993) Providing Enterprise Development and Financial 
Services to Women -A Decade of Bank Experience in Asia, World Bank Technical 
paper Number 236, Asia Technical Department Series, Washington DC: The World 
Bank. 
Bhatt, V. V. (1979) Development Banks in the Financial System, Sen-dnar Paper No. 15, 
Economic Development Institute, International Bank for Reconstruction and 
Development, Washington, (January 1979) 
Bhatt, V. V. (1975) Aspects of Development Banking Policy, EDI Seminar Paper No. 12, 
Economic Development Institute, World Bank, Washington, D. C. (December 1975) 
Butterworths Editorial Staff (1986) Islamic Banking and Finance, London: Butterworth & 
Co (publishers) Ltd.. 
Capital Markets, A Practical Introduction (1989) Revised and Updated Edition, ADC 
Gardener Workbook, DC Gardener Group PLC. 
Chowdhury, A. B. M. M. A. (1974) A Mathematical Formulation of 'Mudarabah', The Profit 
Sharing in Islam, Paper read at the Third Annual National Conference of the Muslim 
Social Scientists Association of the United States and Canada, May 1974. 
525 
Chrystal, K. Alec (198 1) International Money and the Future of the SDR, Essays in 
International Finance No. 143 (July 1981) International Finance Section, 
Department of Economics, Princeton University, Princeton, New Jersey, U. S. A. 
Contemporary Aspects of Economic Thinking in Islam (1976) American Trust Publications, 
Proceedings of the Third East Coast Regional Conference of the Muslim Students' 
Association of the United States and Canada, April 1976. 
Cooper, R. N. (1984 ) Is there a Need for Reform? In The International Monetary System: 
Forty Years After Bretton Woods, Sponsored by: Federal Reserve Bank of Boston, 
Proceedings of a Conference Held at Bretton Woods., New Hampshire (May 1984): 
21-39. 
de Vries, Barend. A. Foreword by: Patel, I. G. (1987) Remaking the World Bank, Seven 
Locks Press, Washington, DC: Cabin John, MD. 
Debs, R., Roberts, D., and Remolona, E. (1987) Finance for Developing Countries, 
Alternative Sources of Finance, Debt Swaps, New York and London: Group of 
Thirty. 
Development Banking in the 1980s (1980) Selections from the Proceedings of the 
UNIDO/World Bank Symposium, Zurich, June 1979, New York and Viena: United 
Nations Industrial Development Organization. 
Development Finance Companies (April 1976), Sector Policy Paper, Washington DC: The 
World Bank. 
Development Banking In Mexico (1986) 
Directory of Channels of Communication and Specialized Focal Points, (1412 H /1992) 
Jeddah: Islamic Development Bank. 
Doak, E. J. (1988) Islamic Interest-Free Banking and 100 Percent Money, (Comment on 
Khan) International Monetary Fund, (StaffPapers) Washington D. C. U. S. A., 35,3: 
534-536. 
Downes, John, Goodman, and Jordan Elliot (1990) Finance & Investment Handbook (Third 
Edition) Barron's Educational Series, Inc. 
Downes, P. And Vaez-Zadeh, R. (1991) The Evolving Role of Central Banks, International 
Monetary Fund. 
Economic Cooperation And Integration Among Islamic Countries - International Framework 
And Economic problems (1406IF1986), Islamic Research and Training Institute, 
Jeddah: Islamic Development Bank. 
Eighteen years In The Service of Development 13 95-1413H (1975-1992): Islamic 
Development Bank. 
526 
Encyclopedia of Islamic Banking and Insurance (1995) Institute of Islamic Banking and 
Insurance. 
Enhancing Women's Participation In Economic Development (1994) A World Bank Policy 
Paper, Washington DC: The World Bank. 
Fifteen Years of Activities: Inter-American Development Bank, 1960-74. 
Financial Systems And Development (1990) Policy, Research, And External Affairs #15, 
Washington DC: The World Bank. 
Guttentag, J. M. And Herring R. J. (1986) Disaster Myopia In International Banking, Essays 
in International Finance No. 164, (September 1986) International Finance Section, 
Department of Economics Princeton University, Princeton, New Jersey, U. S. A. 
Guttentag, J. M. And Herring, R. (1989) Accounting for Losses on Sovereign Debt: 
Implications for New Lending, Essays in International Finance, No. 172, May 
1989, International Finance Section, Dept. Of Economics, Princeton University, 
Princeton, New Jersey. 
Hajar, Bander (1989) Financing Small Business in Saudi Arabia, A Doctral Thesis Submitted 
to Loughborough University of Technology. 
Heaver, Richard and Israel, Arturo (1986) Country Commitment To Development Projects, 
World Bank Discussion Papers 9 4, Washington DC: The World Bank. 
Human Development Report (1992), New York: United Nations Development Programme. 
ICICI, Annual Report, 197 1. 
IDA (1978) International Development Association, World Bank. 
Igbal, Zuhair and Mirakhor, Abbas (1987) Islan& Banking International Monetary Fund, 
Article No. 4, paper No. 49, Washington DC: IMF, March 1987: 1-59. 
INE (1982) Efforts to Develop Islamic Financial Systems Focus on the Abolition of Fixed 
Interest Rates, OFEC Bulletin (April) : 9-15. 
Import trade financing operations (ITFO) Guidelines (1411 W 199 1), Trade promotion 
Department, ITF Section, Jeddah: Islamic Development Bank. 
Information Brochure For The Technical Cooperation programme Among IDB member 
countries (I 407W 1987), Jeddah: Islamic Development Bank. 
Inter-American Development Bank, Fifteen Years of Activities (1960-74). 
Inter-American Development Bank (1974) Annual Report. 
Inter-American Development Bank (1995) Annual Report. 
527 
Inter-American Development Bank (1991) Annual Report. 
Interest Rate Policies in Developing Countries, (1983) A Study by the Research Department, 
Occasional Paper No. 22, Washington, DC: International Monetary Fund. 
International Development Association, General Conditions Applicable to Development 
Credit Agreements Dated January 1,1985, Washington DC: IDA. 
International Bank for Reconstruction and Development, By-Laws (As amended through 
September 26,1980) Washington DC: The World Bank. 
International Bank for Reconstruction and Development, General Conditions Applicable 
to loan and Guarantee Agreements Dated January 1,1985, Washington DC: The 
World Bank. 
International Finance Corporation (1997) Annual Report. 
International Monetary Fund (1995) Social Dimensions of the IMF's Policy Dialogue 
Prepared by the Staff of the INE for the World Summit for Social Development, 
Copenhagen, March 6-12,1995, Washington DC: IMF. 
International Finance Corporation, By Laws ( As amended through February 18,1980), 
Washington DC: IFC. 
International Development Association, By-Laws (As amended through March 2,198 1), 
Washington DC: IDA. 
International Bank for Reconstruction and Development, Articles ofAgreement (As amended 
effective February 16,1989), Washington DC: The World Bank 
International Development Association (1978), World Bank. 
International Monetary Fund, (1995) Pamphlet Series No. 47 Washington DC: IMF. 
International Finance Corporation, Article of Agreement (As amended through April 28, 
1993), Washington DC: IFC. 
International Development Association (1978) World Bank. 
Investing in Developing Countries (1982) OECD/DAC Member Countries' Policies and 
Facilities with Regard to Foreign Direct Investment in Developing Countries, 
Fifth Revised Edition (Nov. 1982) Organisation for Economic Co-operation and 
Development. 
Investment Deposit Scheme- Invitation For Making Investment Based on The shari'ah 
(Islamic Law), Jeddah: Islamic Development Bank. 
Iqbal, Z. and Mirakhor, A. (1987) Islarnic Banking, International Monetary Fund, No. 49, 
(Washington DC: March): 1-59. 
528 
Islamic Development Bank - Kahf, M. And Khan, T. (1992) Principles of Islamic Financing 
(A Survey), Research Paper # 16, Jeddah: (IRTI) Islamic Development Bank. 
Islamic Banks'Portfolio ( 14121VI992) Information Bulettin, Jeddah: Islamic Development 
Bank. 
Wan& Banking and Finance (1986) Butterworths Editorial Staff, London: Butterworths. 
Islamic Development Bank, Annual Reports (From One to Twenty Three), Jeddah: IDB 
Kingdom of Saudi Arabia. 
Islamic Business: Theory and Practice, published by: The Economist Intelligence Unit in 
1984-1985. 
Khan, M. Fahirn (1991) Comparative Economics of Some Islamic Financing Techniques, 
Research paper No. 12, Islamic Research And Training Institute, Jeddah: IDB. 
Khan, M. Fahim (1990) Islamic Financial Institution, Seminar Proceedings Held in Jakarta, 
Indonesia in September 1990, seminar proceedings series - No. 27, Islamic 
Research And Training Institute, Jeddah: IDB. 
Khandker, shahidurR., Khalily, Baqui and Khan, Zahed (1995) Grameen Bank, Performance 
and Sustainability, World Bank Discussion Papers No. 306, Washington DC: The 
World Bank. 
Klein, Thomas M. (1992) Managing External Debt in Developing Countries, Proceedings of 
a Joint Seminar, Jeddah, May 1990, published in cooperation with the Islamic 
Research and Training Institute, Islamic Development Bank, Washington DC: 
The world Bank. 
Knapp, B. (1980) National and International Support For Development Banks, Development 
Banking In the 1980's, Selections from the Proceedings of the UNIDO/World 
Bank Symposium, Zurick, June 1979, New York: United Nations: 30-32. 
Lancaster, Carol (1993) Governce and Development: The view from Washington, ids 
bullletin, 24,1: 9-15. 
Leembruggen, H. (1980) Government/Development Bank Relationships In Semi-Industrial 
Developing Countries, Development Banking In The 1980's, Selections from the 
Proceedings of the UNIDO/World Bank Symposium, Zurich, June 1979, New 
York: United Nations. 
Longer Term Trade Financing Scheme Between Member Countries of the Organization of 
Islan-dc Countries Export Financing Guide (14111-1/1991) Information Brochure, 
Jeddah: Islamic Development Bank. 
Mannan, M. A., Understanding Islamic Finance: A study ofthe securities Market In An Islamic 
Framework, Research paper No. 18, Research Division. 
529 
McNamara, R. S. preface (1975) The Assault on World Poverty, Problems of Rural 
Development, Education and Health, Published for the World Bank, Baltimore and 
London: Johns Hopkins University Press. 
Mills, Paul S., (1994) Should Interest Exists? Non-Usurious Finance In Economic Thought, 
Theory and Practice, Economics Ph. D. Thesis, Magdalene College, Cambridge 
University (September 1994). 
Moore, Mick (1993) Declining To learn From The East?, The world Bank on'Goverance and 
Development', ids bulletin, 24,1: 39-50 
Paper On Application of Islamic Mode of Financing For Infrastructure Development: IDB' s 
Experience, paper published by the Islamic Development Bank. 
Qureshi, D. M. (1990) The Role of Shari'ah-Based Financial Instruments In A Muslim 
Country, in Ariff, Mohamed, and A. Mannan, M. (ed. ) Developing a System of 
Financial Instruments, Jeddah: IRTI, Islamic Development Bank: 49-74 
Raj, J. S. (1980) Institutional Relationships Between Government Banks, Development 
Banking In the 1980's, Selections from the Proceedings of the UNIDO/World 
Bank Symposium, Zurick, June 1979, New York: United Nations: 19 - 22 
Regulations and By-Laws (1983) Islamic Development Bank. 
Report of the Secretary General to the United Nations General Assembly, Agenda for 
Development: Conclusions and Recommendations; U. N. Doc. A/49/665, Nov. 11, 
1994, para. 6. 
Rushdi, Ali Ahmad (1983). Effects of the Elimination of Riba on the Distribution of Income, 
Second International Conference on Islamic Economics, Islamabad, (March 19-23, 
1983) School of Economics, Islamic University, Islamabad, Pakistan. 
Rushdi, A. A. (1983) Effects ofthe Elimination of Riba on the Distribution of Income, Second 
International Conference on Islamic Economics, (Islamabad: March) 
Shari'ah, Economic And Accounting Framework of Bay' Al-Salarn In the Light of 
Contemporary Application, Research paper No. 33, Islamic Research And Training 
Institute, Jeddah: IDB. 
Social Dimensions of the IMF's Policy Dialogue, Prepared by the Staff of the International 
Monetary Fund for the World Summit for Social Development, Copenhagen, 
March 6-12,1995, International Monetary Fund, Washington, DC: The World 
Bank 
Southhard, F. A. Jr. (1979) The Evolution of the International Monetary Fund, Essays in 
International Finance No. 135, (December 1979) International Finance Section, 
Dept of Economics Princeton University, Princeton, New Jersey, U. S. A. 
Special Assistance Operations (14111-1/1991), Information Brochure, Jeddah: 
530 
Islamic Development Bank. 
Staff of the International Monetary Fund for the world summit for Social Development, 
Copenhagen, (March 6-12,1995) International Monetary Fund, pamphlet series, 
No. 47, Washington, DC: The World Bank 
Strategic Agenda for The Medium-Term: Priorities and Main Operational Aspects, (1994) 
Jeddah: Islamic Development Bank. 
Ten Common Misconceptions About the IMF (1989), External Relations Department, 
Washington DC: International Monetary Fund. 
The Islamic Development Bank - Activities and Achievements (1984), Jeddah: IDB. 
The World Bank (1990) Annual Report, Washington DC: The World Bank. 
The World Bank (1991) Annual Report, Washington DC: The World Bank. 
The World Bank (1992) Annual Report, Washington DC: The World Bank. 
The Makkah Declaration And The Plan of Action For Economic Cooperation Among OIC 
Member Countries (1407H-1987) Jeddah: Islamic Development Bank. 
The International Monetary System: Forty years After Bretton woods (1984) sponsored by: 
Federal Reserve Bank of Boston, proceedings of a conference Held at Bretton 
Woods, New Hampshire, (May 1984). 
The European Investment Bank (1993) The European Community's Financial Institution, 35 
years. 
The World Bank (1993) Annual Report, Washington DC: The World Bank. 
The World Bank (1994) Annual Report, Washington DC: The World Bank. 
The World Bank (1995) Annual Report, Washington DC: The World Bank. 
The World Bank (1997) Annual Report, Washington DC: The World Bank. 
The World Bank (1990) Financial Systems and Development, Policy, Research, and External 
Affairs. No. 15. 
The World Bank (1992) Guide to International Business OPportunities, Second Edition. 
The World Bank Group and Switzerland (1987) International Bank for Reconstruction and 
Development (IBRD), International Development Association (IDA), 
International Finance Association (IFC), UBS Publications on Business Banking 
and Monetary Topics No. 103 Switzerland (July 1987). 
531 
The New Encyclopedia Britannica- 30 Volumes, (1977), Vol. 11 and VII, 
ChicagoýLondon/Toronto/Geneva/Sydney/Tokyo/Manila/Seoul: Encyclopedia 
Britanica, Inc. 
The Asian Development Bank and Trade Liberalization, (1965) Regional Economic Co- 
operation Series, No. 2, United Nations, New York (1965) Economic 
Commission For Asia and The Far East Bangkok, Thailand. 
Thoughts on Islamic Economics (1980), Islamic Economics Research Bureau. 
Twenty-Two Years InThe Service ofDevelopment: 139-1417H(1975-1996), Jeddah: Islamic 
Development Bank. 
Volk, Karl (1987) TheWorld Bank Group and Switzerland, UnionBank of Switzerland, UBS 
publications on business, Banking and Monetary Topics, No. 103. 
VVWte, John (1972) Regional Development Banks, The Asian, African and Inter-American 
Development Banks, Published in association with the Overseas Development 
Institute, Prager Publisher, U. S. A. 
Whitman, M. V. N. (1981) International Trade and Investment - Two Perspectives, Essays 
in International Finance No. 143, (July 198 1) International Finance Section Dept 
of Economics, Princeton University, Princeton, New Jersey, U. S. A. 
World Development Report (1992) Development and the Environment, World 
Development Indicators, Oxford: Oxford University press, World Bank. 
World Development Report (1990) Washington DC: World Bank. 
World Development Report (199 1) The Challenge of Development, World Development 
Indicators: Oxford University press, World Bank 
World Development Report (1989) Financial Systems and Development, World Development 
Indicators, Oxford University Press. 
World Development Report (1985), International Capital and Economic Development, World 
Development Indicators: Oxford University press. 
World Bank (1994) Assessing Development Effectiveness: Evaluation inthe World Bank and 
International Finance Corporation, Washingtio D. C. : The World Bank. 
Yaron, Jacob (1992) Assessing Development Finance Institutions -A Public Interest Analysis 
(World Bank Discussion Papers No. 174), The World Bank, Washington DC: 
World Bank. 
Zahri Azhari, (1976) Developing a Modem Financial Management for the World's Islamic 
Economic Community, The First International Conference on Islamic Economics, 
Mecca 21-26 (Feb. 1976). 
532 
Zuhayr, M., Ed. Francis, L. And Markus, L. (1990) Bankers and Public Authorities' 
Management of Risks, Proceedings of the Second International Banking 
Colloquium held by the Ecole des Hantes Etudes Commerciales de L' Universite 
de Lausanne, St. Maflin's Press, New York. 
533 
00 
guwf ZUWI 4: 4J, 4wjl ze430uyl 
zg&Ytjl 
ý, 
i ý: i-, vAtA4J1 yur( 1 %yr) E-iwi 4.1 
1- 
: 
ot; ýUl -WI - 0 ,pi(i 
SWWIo 
I 
CAr ol - 
- &10 13 Alu :4 -)Y--j I 
J_I ( tA1) J9! 4J1 J. - 
. JLWf 
CQ : 
LzM JJl iWl >o ( °A" ) cLYl - 
. :j W1 v-Wf XuL, -,. s 4. so-NwYl 5La; jYf 6Uuý Looi Ul I 
Ittb 
&LAZAA 
JJ-il 
LjAlwj Li. #A. 26 Ij 
1ý4ý I 6jt; r (I ýyo ) r, ý4 frv X" "'ý ý* 'a ý*j f -. 
I )jcJ1 
rt; LjfL I ý, k E 
tj)JT . 3lil ( RAr) Jt - 
. j3jmf 
- 5LYI 4Jl 
bb! LLW L. tif 1if ( 'LAA) of 4i1 - 
LZ 14. 
. 
i) Wl ui: 
LaßYl flAH 4AM! ) Wf itMl ) tac 4LY! 4W! (1 A1h ) 1aif h4iJ - 
I 
tt. 
J LW I Igr-o Lj I 
*a 
1 
6. 
ý 
B, ZUlfj Lqp lJjbu) &MwVl I ADA*: I JvAo (i %Yl) 4. )aWf jJ 
- 
11 Ljl. ý 1 "ý4 : ciill-i ( aly 13 
I) 4joW I LY-3y. J4. j - 
,.!. tLoJ I Au U- Lgo. W 1 ,, 121 ýrý , Aqjzt; :Ua 
tj 
ý_03, j7j IU -j 
(iýA-) joj 
Ort 
Lýp , L+; A A*a ýý VI AAýyý 
I 6. 
Jgoj A-OyaAl I Cj ýU U. OJ IIA jAw 
euLLu 
.: 433xjl 3w 1 6ei 
J4 ej XJ tj 
3JI . o 1Liil iif ( 'AY )- 
.- 
13 
AiiJl,. Jt: r(r Mr =A Mr) ir-r W. P94 AM !,;:. % 
LY 
Utcd jl1' (j. 3I 3_ t*AiI 
(.. b £"r) 41 Ø- 
. 4. eýUYI rjwl 
, j-xll 33.. c, 3 6 ty.. JYI J: 4. JLA; jyl fb>Ukil (1 Juc r>-"l J-Ir- - 
1WI iI3 iLil 
k, 'I 
jj 
. 04ýta r 
. boLi 01 - ! jý . : cjjy-j i 3., ý uJ1 ziýUL%c36 4; 1-oi rýU21 J: LJUI ZjUl 
(1 ýYO) 6r-eu-; JI we 31 j,., c - 
-= 13 'Ar- = ljy-oj I 113 
. j jLoll 3. wLw (I W) 4. x&Jl 
. ý. ýj 
I 
I-W 
f Xl; ý : JJ 14 rJIW I UIýJ ý LJZ L<Aj 4r- 41 
0 
,. ýYj oLA; 
j'Yl Cgj -All . 
4)l (I %YT )alp 
. YUSW 
k. S3La; jVl %-jAýWlj trL"l jt. ýLWI J: LijL: %Jf &iJ 
(i AA jaUJI LrLa - 
Llu i L&tw W 2, & YLA VI Ir W Cj ta. ý 
14: 1 %tc 
.(1 
%YY) 0., 
-(itA US OLA'. la eu LIU , tsoýu'yf ýSkyýajl JOLUI 131 _lYw -0- (to 
JjLo. Jl j Xk. 6; & L+. ýA LS+W 
I L. 2w A (IAAO): L L+1 
lt!. Y41 Is: l C, AI 
'°jV3 L1 2ts L( SAY) Lc jyc 
- 
i-c Uo L:,,. , .; J-A .. Vrwl Jul YýQ (. P-, Wf J., ýc .! AWmut: r 
_Aýl euL6o 
: Blkwl I ltalkwyl Jý. Wl (I ýAA ) 4, )Laj 
or* 
ZLýJfj 4yoAJI ý. 94ýUYI JaJ ziý i 2,. oNwYf Jj-WI: 4, *w- 
Lýq Cyý Ul I r. La. W I Ci Iy,: 2 L. 2w I Le 
ltrAW 6. eq 
. tLazYljl, > jUoyl 
j JLJI ý. ktx; JI (1 U£) rý Z5bu - 0 lb -- 
.: UWI UVI &bý Z+Co: Z. 4, j-Vi 4 rýUYI 
ULiI ; Ll j. i1 & Lf LitI ( ¶At ) pil - 
(JWI UUI. )i 
ý4w :t ; 04. ýl , --ujuo 2. a1. ja -- 
,. ý I-%.:. ý 
kqydt IQ aaI: BUr i 
. JLR. o 1JI . At ) 5icßT( r) - 
3Sil U OL4I tY! JiLL1 Ls iL LL JI! tsfl 
c41 L5i1 4l ); il 
91.5ý13 zeýýI 2Jbw t>LWI) J. M (r 1 Uo = -. bb li -0) 4FL>. ýl: L 
- J! Ju 13 13 1a Llau J-a I 
or*j 
